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TO  THE  MEMBERS  OF  THE  1979  GENERAL  ASSEMBLY 


Transmitted  herewith  is  the  report  prepared  by  the 
Committee  to  Study  the  Feasibility  of  Providing  a  Tax 
Shelter  for  Employee  Contributions  to  the  Various  State 
Administered  Retirement  Systems.   The  study  was  conducted 
pursuant  to  Senate  Joint  Resolution  830  (ratified  Resolu- 
tion 120)  of  the  1977  General  Assembly  (Second  Session  1978), 
and  this  report  is  submitted  to  the  members  of  the  General 
Assembly  for  their  consideration. 


Respectfully  submitted, 


Carl   J.    Sfc^wart ,    Jr . 


Co-Chairmen 
LEGISLATIVE  RESEARCH  COMMISSION 
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P  E  E  F  A  C  E 

The  Legislative  Reseaxch  Commission,  authorized  by  Article  6B 
of  Chapter  120  of  the  General  Statutes,  is  a  general-purpose  study 
group.   The  Commission  is  co-chaired  by  the  Speaker  of  the  House 
and  the  President  Pro  Tempore  of  the  Senate  and  has  five  additional 
members  appointed  from  each  house  of  the  General  Assembly.   Among 
the  Commission's  duties  is  that  of  making  or  causing  to  be  made, 
upon  the  directions  of  the  General  Assembly,  "such  studies  of  and 
investigations  into  governmental  agencies  and  institutions  and 
matters  of  public  policy  as  will  aid  the  General  Assembly  in  per- 
forming its  duties   in  the  most  efficient  and  effective  manner" 
(G.S.  ^20-50.17(6)). 

At  the  direction  of  the  1977  General  Assembly  (Second  Session, 
1978) ,  the  Legislative  Research  Commission  has  undertaken   studies 
of  various  matters.   The  Co-Chairmen  of  the  Legislative  Research 
Commission,  iinder  the  authority  of   General  Statutes  120-50. 10(b) 
and  (c),  have  appointed  committees  to  conduct  the  studies,  the 
committees  consisting  of  members  of  the  General  Assembly  and  of 
the  public.  Each  member  of  the  Legislative  Research  Commission 
is  responsible  for  coordinating  the  activities  of  two  or  more 
committees  and  serving  as  liaison  betv/een  those  committees  and 
the  Commission.   Each  committee  is  co-chaired  by  one  member  of  the 
Senate  and  one  member  of  the  House  of  Representatives. 

The  study  of  the  feasibility  of  providing  a  tax  shelter  for 
employee  contributions  was  directed  by  Senate  Joint  Resolution  850 
(Ratified  Resolution  120)  of  the  1977  General  Assembly  (Second 
Session,  1978).   The  Resolution,   in  directing  the  Legislative  Re- 


search  Commission  to  study  the  feasihility  of  providing  a  tax 
shelter  for  employee  contributions,  directed  that  the  committee 
investigate  the  revenue  laws  of  the  United  States  and  North 
Carolina  relating  to  the  various  State  administered  retirement 
systems  and  the  advantages  and  disadvantages  of  the  adoption  of 
a  tax  sheltering  plan. 

A  membership  list  of  the  Legislative  Research  Commission, 
a  membership  list  of  the  committee  on  Tax  Shelter  for  Employee 
Contributions,  and  a  copy  of  Senate  Joint  Resolution  850 
(Ratified  Resolution  120)  may  be  found  in  Appendix  A. 


COMMITTEE  PROCEEDINGS 

The  Committee  on  Tax  Shelter  for  Employee  Gontrihutions 
dpvntod  five  meotinpr.  to  the  study  of  the  ponnihility  of  tny 
sheltered  retirement  for  State  administered  retirement  systems. 
These  meetings  spanned  a  five  month  period  during  the  interim 
between  the  1978  Adjourned  Session  of  the  1977  General  Assembly 
and  February  5,  1979-   A  list  of  the  witnesses  who  appeared 
before  the  committee  is  attached  as  Appendix  B. 

The  committee  began  its  study  on  October  50,  1978,  at 
which  time  the  Honorable  Harlan  E.  Boyles,  State  Treasurer, 
addressed  the  committee  and  shared  several  areas  of  concern 
which  could  guide  the  committee  in  its  study.   Mr.  Boyles  stated 
these  concerns  as:   1)  the  problem  of  the  General  Assembly's 
viewpoint  in  dealing  with  fringe  benefits  for  State  employees 
and  the  increased  costs,  2)  the  report  on  cost  and  impact  on 
the  funding  of  the  Retirement  System  (See  Appendix  C) ,  5)  the 
administrative  problems  in  connection  with  bookkeeping  and  record 
keeping.   Mr.  Boyles  agreed  to  provide  the  committee  with  any 
information  at  his  disposal  and  the  aid  and  assistance  of  the  Re- 
tirement System. 

The  Department  of  Revenue,  represented  by  Mr.  B.  E.  Dail, 
provided  the  committee  with  information  concerning  the  income 
tax  consequences  of  a  State  pick-up  of  the  employee's  portion 
of  the  retirement  contribution.   (See  Appendix  D  ).   The  revenue 
loss  to  the  State  of  such  a  program  in  lieu  of  a  salary  increase 
for  State  employees  v;ould  be  approximately  S5, 500, 000. 


The  committee  discussed  the  effect  of  Internal  Revenue 
Service  Revenue  Ruling  77-'^62  which  allows  states  to  "p.ck  up" 
an  employees  percentage  of  contribution  to  a  retirement  plan 
under  Section  414(h)(2).   The  committee  received  a  report  from 
the  Staff  explaining  the  provisions  which  allow  tax  deferral 
on  the  portion  of  the  retirement  contribution  paid  "by  the  em- 
ployer on  behalf  of  the  employee.   Several  states  are  presently 
operating  such  programs.    See  Appendix  E. 

Representative  Ellis  stated  that  the  committee  should  keep 
in  mind  three  questions: 

1.  Whether  in  the  future  the  State  can  afford  a  fully- 
funded  retirement  system  or  a  five  per  cent  (5%) 
salary  increase  for  State  employees.   There  could 
be  serious  problems  with  the  Retirement  System  if 
it  were  not  fully-funded. 

2.  If  the  State  takes  over  the  employees'  contribu- 
tions, would  not  the  State  have  total  control  over 
the  System  and  State  employees  lose  their  influence 
in  the  System? 

5.   The  committee  must  look  at  the  total  picture  - 

where  are  the  funds  going  to  come  from  to  meet  the 
growing  needs  of  the  State  and  to  fund  additional 
fringe  benefits  for  State  employees? 
The  committee,  at  its  second  meeting  on  November  15,  1978, 
received  a  report  from  Mr.  Marvin  K.  Dorman,  Jr.,  of  the  Division 
of  State  Budget,  on  the  proceedings  of  the  Department  of  Admin- 
istration's study,  mandated  by  the  General  Assembly,  on  the 


feasibility  of  the  State  paying  Social  Sec\irity  for  State  em- 
ployees and  the  State  paying  employees'  retirement  contributions. 
This  study  committee  had  voted  to  recommend  to  the  Governor  that 
the  State  pay  each  employee's  Social  Security  contribution,  but 
not  the  retirement  contribution.   This  recommendation  had  been 
made  due  to  the  great  number  of  unanswered  questions  on  the  tax 
consequences  of  the  retirement  "pick-up".  Re.   Dorman  also 
stated  that  the  retirement  pick-up  proposal  would  not  affect 
as  many  State  employees  as  a  salary  increase  since  not  all  State 
employees  are  members  of  the  Retirement  System,  for  example, 
some  college  professors. 

The  Director  of  the  Retirement  System,  Mr.  Edwin  T.  Barnes, 
presented  information  from  George  B.  Buck  Consulting  Actuaries, 
(See  Appendix  C  )  which  indicated  that  an  ass-umption  of  the  re- 
tirement contribution  by  the  State  would  lead  to  a  reduction 
in  retirement  benefits  due  to  the  effect  of  a  lost  salary  in- 
crease on  average  final  compensation.   The  compounding  effect 
of  this  lost  wage  increase  would  damage  the  benefits  of  older, 
long  term  employees,  especially  women,  due  to  their  longer  life 
expectancy.   The  Actuary  stated  that  this  reduction  in  benefits 
could  be  offset  by  an  increase  in  the  retirement  formula  from 
the  present  1.55%  of  average  final  compensation. 

The  remaining  three  meetings  of  the  committee  were  devoted 
to  presentations  by  proponents  and  opponents  of  the  proposal. 
The  proponents  were  represented  by  Dr.  Robert  J.  Hursey,  Asso- 
ciate Professor  of  I^athematics ,  East  Carolina  University,  and 
Ms.  Virginia  Ryan,  State  Director  of  the  Ilorth  Carolina  Federa- 


tion  of  Teachers.   The  opponents  were  represented  "by  Mr.  Lloyd 
Isaacs,  Executive  Secretary  of  the  North  Carolina  Association 
of  Educators.   See  Appendices  F   and  G  for  Ms.  Ryan's  and 
Df.  Ilurscy's  presentations  and  Appendix  H  for  Mr.  Isaacs' 
remarks. 

Ms.  Ryan's  and  Dr.  Hursey's  position  was  that  the  proposal 
to  assume  the  employees'  portion  of  the  retirement  contrihution 
would  save  the  State  money  as  compared  to  a  general  salary  in- 
crease and  would  provide  employees  with  a  six  percent  salary 
increase  with  no  additional  tax  "burden.   Dr.  Hursey  provided 
many  examples  of  "benefits  to  employees  over  a  long  period  of 
time  which  would  offset  any  reduction  in  retirement  "benefits 
due  to  the  loss  of  a  wage  increase.   Dr.  Hursey  also  stated 
that  an  increase  in  the  retirement  formula  from  1.55%  to  1.5% 
would  guarantee  that  no  employee  would  lose  retirement  "benefits 
under  the  "pick-up"  proposal.   The  committee  determined  that 
such  an  increase  in  the  formula  would  require  approximately 
$26,000,000  during  one  "biennium. 

Mr.  Lloyd  Isaacs  presented  an  opposing  viewpoint  on  "behalf 
of  the  North  Carolina  Association  of  Educators.   Mr.  Isaacs 
identified  several  problem  areas,  most  notably  the  loss  of  re- 
tirement benefits  to  a  large  number  of  teachers  and  State  em- 
ployees.  Mr.  Isaacs  stated  that  approximately  65%  of  the  State 
employees  make  less  than  Si 5,000  per  year  and  that  these  employees 
would  not  be  benefitted  to  the  same  extent  as  higher  salaried 
employees.   He  was  also  concerned  about  the  General  Assembly's 


continued  funding  of  l^.'IS^  of  each  employee's  salary  to  the 
Retirement  System  and  the  loss  of  employee  influence  in  the 
Retirement  System.   Mr.  Isaacs  also  pointed  out  that  under  the 
proposal  a  retired  individual  would  have  to  pay  federal  income 
taxes  of  the  total  retirement  "benefit,  since  no  taxes  would 
have  been  paid  on  the  contribution  made  on  the  retiree's  be- 
half by  the  State.   Mr.  Isaacs  also  noted  that  employees  making 
less  than  the  Social  Security  maximum  salary  would  have  even 
greater  reduced  benefits  under  the  proposed  plan.   This  is  due 
to  the  lower  salary  on  which  Social  Security  benefits  would  be 
based. 

The  committee,  at  its  final  meeting,  discussed  all  of  the 
information  provided  by  the  witnesses,  and,  after  a  lengthy 
discussion,  decided  that  the  subject  area  was  very  technical 
and  required  a  more  in-depth  study  to  determine  the  benefits 
and  liabilities  to  State  employees.   The  committee  had  received 
a  wealth  of  information,  both  technical  and  explanatory,  which, 
in  the  short  period  of  time  available  to  the  committee,  could 
not  be  properly  studied.   The  committee  decided  that  in  light 
of  this  fact  no  findings  could  be  made  at  this  time.   The  com- 
mittee, therefore,  directed  the  Staff  to  prepare  a  report  to  the 
Legislative  Research  Commission  with  the  recommendation  that 
the  study  be  continued. 
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EECOmEKDATION 

1 .   The  Study  of  the  Feasibility  of  Providinp;  a  Tax  Shelter 

for  Employee  Contributions  to  the  various  State-Administered 
Retirement  Systems  be  continued  and  a  report  be  made  to  the 
198O  Adjjourned  Session  of  the  General  Assembly. 
The  committee  has  determined  that  the  subject  matter  of 
this  study  was  more  technical  and  more  far-reaching  in  its  im- 
pact than  originally  thought,  and  that  additional  time  should 
be  devoted  to  the  study.   The  committee  also  recommends  that  the 
committee  begin  its  study  by  reviewing  the  work  already  done. 
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1977-1979 


LEGISLATIVE  RESEARCH  COmiSSION  MEMBERSHIP 


House  Spealter  Carl  J.  Stewart,  Jr. 
Chairman 

Representative  Chris  S.  Barker,  Jr. 

Representative  John  R.  Gamhle,  Jr. 

Representative  A.  Hartwell  Camphell 

Representative  H.  Parks  Helms 

Representative  Lura  S.  Tally 


Senate  President  Pro  Tempore 
W.  Craig  Lawing,  Chairman 

Senator  Dallas  L.  Alford,  Jr. 

Senator  Russell  Walker 

Senator  Cecil  J.  Hill 

Senator  Robert  B.  Jordan,  III 

Senator  Vernon  E.  White 
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LEGISLATIVE  RESEAECH  COrmiSSION 
Study  Conmiittee  on 
TAX  SHELTER  FOR  ENPLOYEE  CONTRIBUTIONS 

Senator  Robert  B.  Jordan,  III,  LRC  Member 

Senator  Rachel  G.  Gray,  Go-Chairman 

Representative  Thomas  W.  Ellis,  Jr.,  Co-Chairman 

Mr.  Cecil  Banks 

Mr.  Peter  S.  Gilchrist,  III 

Mr.  Troy  Kenneth  Green 

Ms.  Norma  Harrell 

Mr.  Ernest  McCracken 

Ms.  Linda  Rader 

Mr.  James  P.  Senter 
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GENERAL  ASSEMBLY  OE  NORTH  CAROLINA 

1977   SESSION     (2nd   SESSION,   1978) 

RATIFIED  BILL 

RESOLOTION  |  20 
SENATE  JOINT  RESOLOTION  830 
A   JOINT  RESOLOTION  DIRECTING  THE  LEGISLATIVE  RESEARCH  COHMISSIOH 
TO  HAKE  A  STODY  TO  DETERHINE  THE  FEASIBILITY  OF  PROVIDING  A  TAX 
SHELTER   FOR   EMPLOYEE   CONTRIBOTIONS   TO   THE   VARIODS   STATE- 
ADHINISTERED  BETIREHENT  SYSTEHS. 

Hhereas,  teachers.  State,  and  local  governaeotal 
employees  presently  contribute  a  portion  of  their  salaries  to  one 
of  the  various  State-administered  retirement  systems  which 
contributions  are  fully  taxable  for  State  and  federal  income  tax 
purposes;  and 

Whereas,  if  a  means  of  deferring  the  receipt  of  such 
income  can  be  devised,  the  effect  of  such  deferral  will  be  to 
increase  the  "take- ho  me"  income  of  such  employees  and  to  defer 
the  income  tax  thereon  until  its  actual  receipt,  usually  after 
the  retirement  of  the  employee,  thereby  further  offsetting  the 
effects  of  inflation  upon  such  salaries; 

Nov,   therefore,   be   it  resolved  by   the   Senate,  the  House  of 
Representatives  concurring: 

Section  |.  The  Legislative  Research  Commission  is 
hereby  directed  to  make  a  study  to  determine  the  feasibility  of 
providing  a  tax  shelter  for  employee  contributions  to  the 
Teachers'  and  State  Employees*  Retirement  System  of  North 
Carolina,  the  Law  Enforcement  Officers'  Benefit  and  Retirement 
Fund,  the  Local  Governmental  Employees*   Retirement   System,   the 


A-5 


Oniforn   Clerks   of  Superior  Court  Retirenent  Systea,  the  DniforB 
Judicial   Betirenent   System,   and    the    Onifora   Solicitorial 
Betirement   Systen,   and   to   any  other  retirement  plans  in  which 
State  employees  participate   and   to   nake   recommendations   with 
respect   thereto-    The   commission   shall   make   a   thorough  and 
comprehensive  study  and  review  of  the  revenue  laws  of   the   State 
and   of   the   United   States   and  of  the  laws  relating  to  these 
retirement  systems  as  they  relate  to  the  feasibility  of  providing 
a   means  of  sheltering  employee  contributions  to  these  retireaent 
systems;   shall   weigh   the   advantages   and    disadvantages   to 
employees   and   to   the   State  inherent  in  the  adoption  of  such  a 
plan  and,  if  found   feasible,   shall   make   recommendations   with 
respect  to  whether  the  plan  should  be  optional  or  mandatory. 

Sec.  2.  The  State  Auditor,  the  State  Treasurer  and  the 
Secretary  of  Revenue  shall  cooperate  with  the  commission  in  its 
study  and  shall  insure  that  their  employees  and  staff  provide 
full  and  timely  assistance  to  the  commission  in  the  execution  of 
its  duties.  Necessary  staff  for  the  commission  shall  be 
furnished  by  the  Legislative  Services  Commission. 

Sec-  3.  The  Legislative  Research  Commission  shall 
transmit  to  the  |979  General  Assembly  a  written  report  by 
February  (5,  1 979,  summarizing  the  information  obtained  in  the 
course  of  its  inquiry,  setting  forth  its  findings  and 
conclusions,  and  recommending  such  administrative  action  and 
legislation  as  it  deems  the  public  interest  to  require.  If 
legislation  is  recommended,  the  commission  shall  prepare  and 
submit  with  its  report  the  appropriate  bills. 


Senate  Joint  Resolution  830 


Sec.  4.  This  resolution  shall  becooe  effective  July  |, 
1978. 

In      the  General    Asseably  read   three   tiaes   and   ratified, 

this    the    1 6th   day  of  June,    |978. 


JAMES  C.  GREEN,  SR 


Janes  C.    Green 
President   of   the    Senate 


CARL  J.  STEWART.  JR. 


Carl   J.    Stewart,    Jr. 

Speaker    of   the   House    of    Representatives 
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APPENDIX  C 


COMMENTS  CONCERNING  STATE  ASSUMPTION  OF  EMPLOYEE  CONTRIBUTIONS  TO  RETIREMENT  AND/OR 
SOCIAL  SECURITY:   BY  THE  CONSULTING  ACTUARY  OF  THE  STATE'S  RETIREMENT  SYSTEMS 

Questions  have  been  raised  concerning  the  consequences  of  having  employee 
contributions  to  the  State  Retirement  System  and/or  Social  Security  taxes  "picked-up" 
by  the  State,  in  lieu  of  a  regular  salary  increase  as  described  in  Attachment  A. 

It  must  be  recognized  that  the  first  step  in  understanding  any  such  proposal 
is  to  analyze  the  impact  on  employee  benefits.  Accordingly,  a  preliminary  analysis 
has  been  made  and,  as  a  result,  a  number  of  tenative  conclusions  have  been  reached 
pending  clarification  of  the  specific  proposals. 

Attachment  B  indicates  that  any  change  that  causes  a  reduction  in  the  State's 
contributions  as  a  result  of  picking  up  the  employees'  Retirement  System  contributions 
or  Social  Security  taxes  is  realized  as  a  result  of  reduced  coverage  for  employees 
and  teachers  under  their  retirement  benefit  programs.  • 

The  pick-up  of  an  employee's  Retirement  System  contributions  by  the  employer, 
without  an  offsetting  increase  in  benefit  structure,  would  reduce  his  future 
retirement  and  death  benefits  (including  social  security).  The  amount  of  retirement 
benefit  value  lost  by  employees  under  the  State  Retirement  System  depends  upon  the 
age,  sex  and  period  of  State  service  of  the  employee  in  question.  Attachment  C, 
"Example  of  Worst  Case",  leads  to  the  conclusion  that  older,  long  service  employees 
would  suffer  the  greatest  lifetime  loss  in  retirement  benefits.  Women  would  suffer 
a  greater  loss  than  similarly  situated  men  because  of  their  longer  life  expectancies. 

The  pick-up  of  emoloyee  Social  Security  taxes  is  less  onerous  but,  nevertheless, 
v/ould  resjlT  in  reduced  social  security  coverage. 

If  :„ '  understanding  of  the  proposed  pick-up  legislation  is  correct,  it 
appears  t "le  adoption  of  such  would  cause  a  significant  and  inequitable  impairment 
of  eri.plc.  =-  cenefits.   If  the  proposals  under  consideration  differ  from  our  present 
under5t  =  ',;--n;,  we  would  appreciate  having,  for  further  study,  a  clear  statement  of 
how  the  ;".an:es  would  be  implemented. 
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C0rtP/«!SO«  OF  EW>LOYES  PICK-UP"  C^   DtPLQY££  R£T}a£.^^T  SYSTEil 
CCJfTRlSOrtCMS  y!7H  "PfCS-ty*  OT^  E?*PLOYEE  SOCl-at  SCClSIITY  TAX 


Pick-op  of  E^loyee  Rettr^aenl:  Systai  CooSributions  {Revenue  Ruling  77 ^^2) 

Espioyer  can  pay  all  or  part  of  e^»Ioyee*s  nandatm^  ccntrlbutioos 
Co  a  retireaent  systssi, 

Aaount  Is  not   {rtclu<Jed  in  gross  inccse 

Amount   la  not  subject  to  Social   Security  Tax 

.       ^msnt  IS  not  ca«sidered  as  eapJcyee  cootr»b«t?oo 


(Jn  effect,  the  aetirenent  Syst«i  would  beccMe  noo-contrtfautory  for 
future  service  <mith  no  refuml  available  for  those  years.     The  coapen- 
satloo  basis  for  retirasent  and  death  benefits  wcuid  excl'jd^  the 
^at^snt  plckttd  up.  rssiitting  in  )&fsr  r&tirssef^t  and  death  benefits 
than  Hjculd  oth*r.*ise  havs  been  payable.      Sociai  Securfty  be»«fits 
wcuid  also  be  lover,) 

Pick-t-'p  of  £:a;!ovee  Social   Security  Taxes 

fsmivnt   is   inciu-rfed  in  gross  Incase 

At^>uot   ts  rtot  Subject  to  Social   Saci»rity  tax 

Aaci^nt  J^  subject  to  Inccae  tax 

(In  effect,   e^Joyee  sav*s  FICA  tax  on  FSCA  tax  picked  up  by  eraployer. 
The  cotapensation  for  employer  provided   retircaent  and  death  bei>efits 
could  include  the  ^jcunt  picked  iei  provided  arty  rvecessary  definltiooal 
changes  are  f«5ade.     Social   Security  benefits  would  be  lower.) 
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ATTACHMENT  B 


{tea 

W-2  Cc*^>ensatloo 
S.S.  ($$) 
Ret.   Sfstesa  (6J) 
Fed.   Tax  (Est.) 
B«t  T^e-«cae  Pay 


CCrP^WISCH  OF  V.VliaUS  ALTEH?MTr^S 

Wrei   EliPLOYtR  ALTESXATIVES 


Kcw 

Regular 
$  10,6D0 

Pic^t-t'p  of 

Retire'wefit  Systea 

Contributions 

Pick-up  of 
E;^5oyee 
F?CA   ta;» 

$18,C03 

$ 

10,309 

$  10,689 

6Q0 

636 

660 

0 

609 

636 

0 

636 

609 

720 

630 

723 

$  S,2Qa 


$    8,6g8       $ 


8,35« 


$    8,6^ 


Increase  in 

Salary  -asis  for? 
Stats  ?le??re«ent  Systf 

Socia!   Sacarity 


$         ^03        $ 

$  13,6^0       $ 
19,609 


6ao 


$     4M» 

$  TO,S30* 
10,538 


CD??«ST5 


The  res«Sar  raise  results   Irs  the  Jc>->r?^i:   t.-'.^  Jsosse  pay  increase  (S^OS) 
b\;t  e^p'oyer  provided  retirement  2nii  dsath  tynnef'sts  snd  Sccial   Security 
are  ^1!  based  on  $!3,6S3. 

T^  pjcx-+jp  of  Set  I  re«a»3i!t  Systei*  cootri but iors  results  in  the  la^g€^st 

tcwtf  hcMB  pay   increa?*  ($6C0)   but  all   b«T!ef  its   (including  Social   Security) 

are  l^esed  c*i  only   $?5,5S8  of  ccapensatsoo. 

Tiie  eics-yp  c*  es?>loye*  FICA  taxes  results    if>  a  net  t^s  hctae  pay   Jocrease 
of  ^.ii^a^  becaajse  the  csnpJcyee  does  riot  pay  FlCA  tsx  en  FICA  tax  ($600) 
pa^c  ^r*  esipJcyef. 

£i^s^iO«'ee  Social   Security  tax  rate  userf  BS  6L 

Ti-nt  espioy-es  sargi naS   fe<feral   ir>ct»e  tax  brscicet  was  assuaed  to  be  20:^ 
(Joi-it  return). 


"ccaoefjsatioo"  uR<fer  Ret  I  resent  Sy:.teai  will   be  SBcnde*!,    if  accessory, 
t^je  FiCA  taxes  paid  by  es^loyer. 
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EXA-MPLt  OF  i.'0?,ST  CASE 

A  FEHALE  TIACHER  AGE    53,  U«7H  PRESENT  ANTiUAL   CC^iPE^i5AT^C:l  Or   $IO,CCO   RECEIVES 
dt  AHkUAL  SAIASY    INCREASES  OVES  iSS  LAST   FCUR  VEA.IS  UKTIL  SHE  RETIRES  AT  AfiE 
62  y«TH  3^*  YEARS  OF  Ca£D«TED  SEBVICE. 


AVHSA&E  F!fiAL  CQMPEN5ATICM 
PRQPORHOM  OF  AFC   (3^  Y^'-S,   Z   -0155) 
AKJftlAL  RETfRE^EMT   BENEFIT 
REDACT  I  Of*    IM  AWMJAL    BENEFIT 
LIFE  AJ^JiUlTY  FACTOR    (AGE  S2) 
ESTJHATEO  LOSS    fM  ACTl'AR.'AL   VALUE 
U^zR  RETIKtrtSNT   5Y5T£» 


AFTER   RtGUtAR 

ex  PJ.ISES  on 

$}O.GCO 

S  n,533- 

-52? 
6. no 


AFTER  EMPLOYES 
PICK5-UP   RETlRf«EMT 
SYSTLM  COSTS I 3UT I CMS 


10,33?  -- 

.527 

5.76^ 

3^6 

n.33 

3.920 


*     EASED  C^  SiO.bCO,    S5 1.236.    $11,310  and   Sl2,&25 
ii     BASED  CM  S10,CaO.    S*.a,DCO,    Sn,236  and   $I],9iO 

NOTE:      IH  ADDiTlCS,   TVtIS    LHFtOYEE'S   SOCIAL  SECURITY  WOULD  BE   PXmjCEO.      THE   DECREASE 

!N  SOCIAL  SECUSJTV  5EHEFIT5  WOULD,  OF  CCHJSSE,    E£  GRL=.TER  FCa  YO'JSGER  EHPLDYEES. 
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ANALYSIS  OF  THE  PICK-UP 

OF  MEMBERS'  CONTRIBUTIONS  TO 

TSERS  OR  THEIR  FICA  TAXES 

BY  THE  STATE  OF  NORTH  CAROLINA 


January  2,  1979 
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PICK-UP  BY  STATE  OF  MEMBERS' 
MANDATORY  CONTRIBUTIONS  TO  TSERS 


PROPOSAL 

The  State  of  North  Carolina  would  pay  members'  contributions  to  TSERS  in 
lieu  of  a  raise  in  salary.   The  amounts  paid  by  the  State  would  be  credited 
to  the  individual  accounts  of  members  and  would  be  available  upon  termination 
of  service  thereafter. 

CONSEQUENCES 

Under  Revenue  Ruling  ll-kdl   the  member  contribution  amounts  so  paid  by  the 
State  would  be  treated  as  follows: 

Such  amounts  would  not  be  subject  to  current  income  tax  but  would 
be  taxed  as  income  when  received. 

Such  amounts  would  not  be  subject  to  PICA  taxes. 

While  such  amounts  could  be  credited  to  members'  individual  accounts 
in  the  Annuity  Savings  Fund  of  TSERS  they  would  need  to  be  distin- 
guished from  members'  after  tax  contributions  and  could  not  become 
a  part  of  their  cost  basis  (investment  in  contract)  for  tax  pur- 
poses. 

The  foregoing  treatment  would  not  jeopardize  the  qualified  status 
of  TSERS  under  the  Internal  Revenue  Code. 
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EXAMPLE 


The  following  table  shows  an  example  of  the  effect  of  the  State's  pick-up 
of  members'  TSERS  contributions  on  members'  take  home  pay,  the  salary  basis 
for  TSERS  benefits  and  Social  Security,   The  pick-up  by  the  State  has  been 
treated  in  two  ways.  The  first  is  the  usual  approach  under  column  (c)  whereby 
the  member  does  not  make  any  contribution  to  the  TSERS  and  has  the  reduced 
salary  basis  for  TSERS  benefits.   The  second  approach,  under  column  (d), 
which  may  be  possible  without  jeopardizing  the  qualified  status  of  TSERS, 
would  require  the  member  to  make  a  contribution  to  the  TSERS  on  the  amount 
of  the  pick-up  in  order  to  have  it  included  as  covered  salary  under  TSERS. 


AFTER  EMPLOYER  ALTERNATIVES 


I  tem 

W-2  Compensation 
S.S.  (6,13^  for  1979) 
Ret.  System  (6%) 
Fed.  Tax  (Est.) 
Net  Take  Home  Pay 


Regular 
6%  Raise 
(b) 

STATE  PICKS  UP  ■ 

rSERS  CONTRIBUTIONS 

Now 
(a) 

Memb 
Cont 
Pick 

er  Does  Not 
ribute  On 
-Up  (Usual) 
(c) 

Member  Does 
Contribute  On 
Pick-Up  (Possible) 
(d) 

$  10,000 

$10,600 

$ 

10,000 

$    10,000 

613 

650 

613 

613 

600 

636 

0 

36 

600 

720 

600 

600 

$  8,187    $  8,59^ 


Increase  in  member's  Net 
Take  Home  Pay  over 
Column  (a) 


$   ^407 


8,787 


600 


8,751 


564 


Salary  Basi  s  for: 

State  Retirement 

Sys 

tem 

$10,600 

$ 

10,000 

$ 

10,600 

Social  Security 

10,600 

10,000 

10,000 

State's  Cost: 

Salary 

$ 

10,000 

$10,600 

$ 

10,000 

$ 

10,000 

Social  Security 

613 

650 

613 

613 

Ret.  System: 
For  Member 
As  Employer 

T" 

912 
11,525 

967 
$12,217A 

600 

912 

$ 

600 
967 

$ 

12,125B 

12,180C 

Pick-up  Saves  Stat 

:e 

A-B= 

=92* 

A-C= 

=37** 

*  Consists  of  FICA  tax  and  Employer  TSERS  cost  on  $600 
(6.13%  +  9.12%  =  15.25%  X  $600  =  $92) 
**  Consists  of  FICA  tax  on  $600. 
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COMMENTS  ON  PICK-UP  OF  TSERS  MEMBER  CONTRIBUTIONS 

The  regular  6^  raise,  Column  (b),  results  in  the  lowest  take  home 
pay  increase  ($^07)  for  the  member  but  employer  provided  retirement 
and  death  benefits  are  based  on  the  gross  salary  of  $10,600. 

The  pick-up  of  TSERS  member  contributions  under  the  usual  approach, 
Column  (c),  results  in  the  largest  take  home  pay  increase  ($600) 
for  the  member  but  all  benefits  (including  Social  Security)  are 
based  on  only  $10,000  of  salary.   The  apparent  increase  of  $193 
over  Column  (b)  in  take  home  pay  results  from  a  savings  of  $120 
of  income  tax,  $37  of  PICA  tax  and  $36  of  TSERS  contribution,  all 
of  which  would  otherwise  have  been  paid  on  $600  of  regular  salary. 

The  pick-up  of  TSERS  member  contributions  under  a  possible  approach. 
Column  (d),  which  would  require  the  member  to  pay  the  TSERS  contri- 
bution on  the  amount  of  the  pick-up,  G%   of  $600  or  $36,  results 
in  a  take  home  pay  increase  of  $56A.   On  this  basis,  only  the  wages 
for  Social  Security  purposes  remain  at  $10,000. 

If  future  raises  under  the  pick-up  proposal  are  related  to  the 
reduced  salary  base  ($10,000)  the  member's  average  final  salary 
under  TSERS  could  be  less  than  would  otherwise  have  been  the  case. 

There  is  a  reduction  in  the  State's  cost  under  the  pick-up  proposal 
resulting  from  reduced  contributions  to  TSERS  (as  employer)  if 
the  pick-up  in  contributions  is  not  treated  as  a  salary  increase 
under  the  system  and  reduced  PICA  taxes. 

The  pick-up  of  TSERS  contributions  on  either  basis  will  result 
in  some  administrative  complications  because  of  the  necessity  to 
distinguish  these  amounts  for  tax  purposes. 

WAYS  TO  COMPENSATE  POR  BENEPIT  REDUCTIONS 

The  pick-up  of  TSERS  member  contributions  by  the  State  could  result  in  reductions 
in  TSERS  benefits  and,  in  most  cases,  will  result  in  some  reduction  in  Social 
Security  benefits. 

UNDER  TSERS 

The  usual  method  of  implementing  the  pick-up.  Column  (c)  of  the  example, 
indicates  that  the  TSERS  salary  for  benefit  purposes  would  be  $10,000,  instead 
of  $10,600.   This  could  be  compensated  for  by  using  a  higher  benefit  rate  of 
1.6^3^  (instead  of  1.55%).   Note  that  this  is  based  on  the  assumption  that 
salaries  will  always  be  about  (>%    lower  than  they  would  otherwise  have  been. 
The  use  of  a  benefit  rate  of  1.6A3^  under  the  TSERS  would  increase  the  employer 
contribution  rate  by  about  1.18%  of  payroll,  or  about  $22.3  million  for  the 
first  year  based  on  a  payroll  of  $1,889  million.   Although  the  total  employer 
contribution  rate  would  increase,  the  rate  would  be  applied  to  lower  payrolls 
in  the  future  if  this  method  of  pick-up  is  used. 
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The  alternative  method  of  implementing  the  pick-up,  Column  (d)  of  the  example, 
basically  overcomes  the  problem  of  the  reduction  in  covered  salary  by  requiring 
the  member  to  make  TSERS  contributions  on  the  amount  of  the  pick-up  by  the 
State.   This  would  require  an  amendment  to  the  System  which,  because  of  its 
unique  nature,  should  be  submitted  to  the  Internal  Revenue  Service  for  approval. 

UNDER  SOCIAL  SECURITY 

Social  Security  benefits  would  be  reduced  to  the  same  extent  under  either 
method  of  implementing  the  pick-up,  since  only  $10,000  of  earnings  would 
be  covered  for  PICA  purposes,  rather  than  $10,600  as  under  a  regular  raise. 

In  all  cases  where  the  salary  is  under  the  Social  Security  maximum  wage  base. 
Social  Security  benefits  will  be  reduced  slightly  on  the  basis  of  the  proposal. 
The  extent  of  the  reduction  depends  upon  the  number  of  years  of  reduced  salary 
included  in  the  determination  of  the  employee's  average  monthly  wage.   Reductions 
in  the  monthly  primary  Social  Security  benefit  would  generally  range  from 
roughly  $2  in  I983  (reflecting  k   years  of  reduction)  up  to  as  much  as  S% 
of  the  benefit  otherwise  payable  (reflecting  reductions  over  a  full  career 
of  35  years). 

Any  employee  whose  adjusted  salary  under  the  proposal  always  exceeds  the 
maximum  wage  base  will,  of  course,  suffer  no  reduction  in  Social  Security 
benef i  ts. 

Further  comments  with  respect  to  reduced  Social  Security  benefits  are  made 
in  the  second  part  of  this  analysis  which  covers  the  pick-up  of  PICA  taxes. 
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PICK-UP  BY  STATE  OF  EMPLOYEE  SOCIAL  SECURITY  TAX 


PROPOSALS  (Designated  as  PICA  MA  and  MB) 

The  State  of  North  CaroMna  (Employer)  would  assume  the  PICA  taxes  payable 
by  each  employee  on  his  rate  of  compensation  after  reduction  on  either  a 
PICA  MA  or  MB  basis.   These  proposals  take  advantage  of  a  provision  of 
the  Social  Security  Act  which  allows  an  employer  to  pay  an  employee's  PICA 
tax  without  such  payment  being  considered  part  of  the  PICA  wage  base  under 
the  Social  Security  program. 

The  PICA  MA  and  MB  proposals  differ  in  the  way  in  which  the  employee's 
reduced  salary  is  determined,  as  shown  in  the  following  example,  based  on  the 
PICA  tax  rate  of  6.13%  applicable  to  1979  and  I98O: 

PICA  MA         PICA  MB 


Current  Salary  $  10,000  $  10,000 

PICA  Adjustment  6l3  »1.06l3 

New  Salary  Rate  $  9,38?         $  9,^22 

The  new  salary  rates  indicated  above  would  become  the  bases  to  which  the 
PICA  tax  rate  would  be  applied  in  order  to  determine  the  total  amount  of 
PICA  tax  to  be  paid  by  the  employer  (including  the  employee's  share).   It 
is  expected  that  the  adjustment  procedure  would  take  place  each  year. 

CONSEQUENCES 

Under  either  of  the  PICA  II  proposals  the  following  comments  are  applicable: 

The  amount  of  PICA  tax  picked-up  by  the  Employer  is  included  in 
gross  income  and  is  subject  to  federal  and  state  income  taxes. 

There  would  be  an  increase  in  employees'  take  home  pay  and  a  decrease 
in  the  cost  to  the  State  for  each  employee,  as  indicated  in  the 
attached  examples. 

Retirement  and  death  benefits  under  TSERS  would  be  reduced  unless 
there  is  an  amendment  requiring  contributions  at  6%  on  the  amount 
of  PICA  tax  picked-up  by  the  Employer.  This  would  treat  the  PICA 
tax  as  "compensation"  for  Retirement  System  purposes. 

Social  Security  benefits  would  be  reduced  because  the  amount  picked- 
up  by  the  Employer  is  not  counted  as  part  of  the  PICA  wage  base 
under  the  Social  Security  program. 
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COMMENTS  ON  PICK-UP  OF  EMPLOYEE  PICA  TAX 

Assuming  that  the  TSERS  benefit  reductions  would  be  avoided  by  requiring 
employees  to  contribute  to  TSERS  on  the  amount  picked-up  by  the  employer, 
what  remains  is  an  assessment  of  how  the  value  of  employees'  increased  take 
home  pay  compares  with  the  value  of  the  reductions  in  their  Social  Security 
benef i  ts. 

An  analysis  of  the  trade-off  between  increased  take-home  pay  and  decreased 
Social  Security  benefits  has  been  made  on  a  limited  basis  by  the  Social  Security 
administration,  the  results  of  which  were  included  in  a  general  memorandum, 
dated  July  24,  1978.   This  study  relates  to  median  income  workers  and  it 
would  seem  that  the  conclusions  may  be  considered  generally  applicable  to 
those  earning  less  than  $13,020  at  the  present  time.   it  should  be  noted 
that  65^  of  the  male  members  and  8k%   of  the  female  members  of  TSERS  had  annual 
rates  of  salary  below  $13,000  on  the  basis  of  the  data  supplied  for  the  actuarial 
valuation  of  TSERS  as  of  December  31,  1977  and  although  salaries  are  expected 
to  increase  in  the  future  so  are  the  "bend  points"  under  the  Social  Security 
Act.   Therefore  the  decrease  in  Social  Security  benefit  for  a  member  in  this 
group  would  be  at  a  rate  of  32?  of  the  decrease   in  his  average  wage  for  Social 
Security  purposes.   The  comments  in  the  Social  Security  study  would  therefore 
seem  to  relate  heavily  to  the  TSERS  membership. 

It  should  be  carefully  noted  that  the  Social  Security  study  was  made  on  the 
basis  of  the  most  liberal  form  of  the  proposed  procedure,  whereby  the  employer 
receives  £io  gain  and  all  savings  are  given  to  the  employee  in  the  form  of 
higher  take  home  pay.   (PICA  MA  and  PICA  MB  result  in  savings  to  the  employer. ) 
The  following  conclusion  is  taken  from  the  Social  Security  study. 

"Thus  under  the  assumption  that  the  employee  receives  the  full 
savings  arising  from  employer  payment  of  the  Social  Security  tax, 
the  conclusion  appears  to  be  that  for  average  workers  there  is 
a  tendency  for  the  value  of  their  increased  take-home  pay  to  be 
the  same  or  somewhat  greater  than  the  value  of  their  decreased 
Social  Security  benefits.   In  view  of  the  slight  improvement  rela- 
tive to  the  total  value  of  future  earnings  and  benefits,  however, 
and  considering  the  relative  uncertainty  attached  to  calculations 
of  this  type,  I  conclude  that  most  employees  would  not  be  either 
advantaged  or  disadvantaged  to  a  significant  degree  by  the  pro- 
cedure.  On  the  other  hand,  if  the  employer  does  not  give  all  of 
the  savings  of  the  procedure  to  the  employee,  then  the  employee's 
Social  Security  benefits  would  be  reduced  still  further  and  he 
would  have  only  a  very  small  savings  in  income  taxes  to  accumulate 
as  an  offset.   Under  this  form  of  the  procedure,  it  seems  clear 
that  most  workers  would  be  at  a  disadvantage  in  the  long  run." 

On  the  basis  of  the  foregoing  it  would  appear  that  any  pick-up  of  employees' 
PICA  taxes  which  resulted  in  a  savings  to  the  employer,  as  in  the  case  of 
PICA  MA  or  MB,  would  disadvantage  a  significant  proportion  of  the  TSERS 
membershi  p. 

A  comparison  of  the  present  and  proposed  pick-up  procedures  follows.   Also 
included  are    figures  showing  the  basis  on  which  there  would  be  no  savings 
to  the  Employer  but  the  largest  increase  in  take  home  pay. 
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COMPARISON  OF  PICK-UP  PROCEDURES 


PRESENT  : 

EMPLOYER  PICKS-UP  FICA  TAX 

ITEM 

FICA  1 lA: 

F 1 CA  II B  : 

No  Savings 
For  Employer 

EMPLOYER  OUTLAY 

( 1  )  Starting  Salary 

(2)  FICA  Adjustment 

$10,000 
10,000  • 
613 

$10,000  : 
-613 

$   10,000  • 
»1.0613 

$   10,000 

A 

(3)  Adjusted  Salary 

(^4)  Employee  FICA  tax  (pick-up) 

(5)  Employer  FICA  tax 

9,387  • 
575 
575  • 

9,422  ! 
578  . 
578  : 

9,^53 
580 
580 

(6)  Employer  Outlay 

(7)  Reduction  in  Employer  Outlay  from  Present 

EMPLOYEE  TAKE  HOME  PAY 

(8)  TSERS  Contributions**(6^) 

(9)  FICA  Tax  (6.13%) 

[10)  Take-home  pay  before  Federal  and  State 
income  taxes  (3)-(8)-(9) 

(11)  Increase  in  take-home  pay  before  Federal 
and  State  income  taxes  from  Present 

•  $10,613 

:  $   600 
:     613 

:   8,787 

$10,537 
76 

"  $   598 

.   8,789 
:      2 

$  10,578 
35 

$     600 

8,822 
35 

$   10,613 
0 

$      602 

8,851 
i        6i» 

*   Employer  Outlay  =  $  10,613 

Total  Employer  and  Employee  FICA  Tax  Rate  =  12.26% 
Adjusted  Salary  =  $10,613  *  1.1226  =  $9, '♦53 

**  Based  on  pick-up  as  covered  compensation  under  TSERS 
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TABLE    1 

THE    DISTRIBUTION    OF    THE    NUMBER    AND    ANNUAL 
COMPENSATION    OF     MEMBERS    BY    AGE 
AS    OF    DECEMBER    31,1977 


MEN  WOMEN 

AGE  NUMBER  AMOUNT      NUMBER  AMOUNT 

19  86    $  165,280  132*  269,529 

20  283  821,194  356  1,056,085 

21  455  1,759,782  699  2,522,473 

22  652  2,824,516         1,190  5,070,466 

23  1,148  5,038,763         2,829         11,798,862 

24  '    ^'^-'  "    "-" "'^" 

25 
26 
27 
28 
29 

31  3,184         29,209,376         5,525         40,351,038 

32  -    "^^    -"-  '    -^'^  "'     ''"'     "'^ 

33 
34 
35 
36 
37 
38 
39 
40 
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1,707  8,997,980  4,114  24,680,298 

2,084  13,095,002  4,939  33,283,482 

2,297  15,642,814  5,674  40,427,482 

2,630  19,292,373  5,547  41,140,222 

2,621  20,597,847  5,353  39,616,708 

2,914  24,337,724  5,469  40,331,811 

3,029  25,975,652  5,373  39,076,454 

3,184  29,209,376  5,525  40,351,038 

2,866  27,710,805  4,911  36,001,817 

2,333  23,176,867  3,943  28,147,970 

2,269  23,608,300  3,997  29,311,357 

2,245  24,908,506  4,166  31,173,677 

2,156  24,413,943  3,850  28,892,722 

1,903  21,777,936  3,555  27,051,494 

1,789  21,486,035  3,329  25,833,139 

1,798  21,626,526  3,174  24,521,609 

Tw               1,729  21,059,279  3,086  24,474,950 

41  1,683  20,804,685  3,101  24,596,937 

42  1,775  23,091,647  2,913  23,690,270 
1,754  22,169,471  2,966  24,723,987 
1,672  21,132,586  2,831  23,525,061 
1,781  22,926,841  2,632  22,053,991 
1,734  22,873,893  2,799  23,300,228 


43 
44 
45 

46  X,l_>-T  £.C.,«JI->,<J^_>  <.,f77  ^^,->UU,£.C.U 

47  1,756  23,567,653  2,729  23,309,381 

48  1,752  22,869,434  2,674  23,166,586 

49  1,711  22,420,129  2,661  23,111,514 

50  '  ^"^  ""  "'"  """  "  ""'  ""  "'"  "" 
51 
52 

53  i.,DC>o     ^i,_'xo,<j£.i      e.j-tt.v  i.\j  1  I  J  -}  1  I  ^-r 

54  1,598         20,498,603  2,296  19,500,735 

55  1,539         19,802,425         2,205         18,614,852 


1,729  22,268,235  2,766  23,518,314 

1,771  23,259,819  2,624  22,671,953 

1,629  20,738,529  2,457  21,128,047 

1,668  21,510,627  2,428  20,799,734 
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TABLE    1 

THE    DISTRIBUTION   OF    THE    NUMBER    AND    ANNUAL 
COMPENSATION    OF    MEMBERS    BY    AGE 
AS    OF    DECEMBER    31,1977 


CONTINUED 
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MEN 


WOMEN 


>GE 

NUMBER 

56 

1,589  $ 

57 

1,562 

58 

1,505 

59 

1,319 

60 

1,203 

61 

1,071 

62 

1,020 

63  . 

756 

64 

588 

65 

468 

66 

^  201 

67 

90 

68 

78 

69 

50 

70 

26 

71 

25 

72 

64 

AMOUNT      NUMBER 


20,267,851 

20,024, 6S1 

17,942,437 

15,754,808 

14,363,846 

12,824,458 

11,977,426 

8,950,134 

7,010,291 

5,586,085 

2,130,0  32 

952,771 

793,8  54 

442,435 

251,900 

285,138 

411,847 


2,067$ 

2,056 

1,931 

1,862 

1,710 

1,467 

1,315 

973 

774 

568 

292 

103 

69 

44 

28 

16 

21 


AMOUNT 

17,664,012 

17,657,369 

16,538,295 

15,931,913 

14,676,778 

12,707,000 

11,186,137 

8,247,932 

6,565,528 

4,674,439 

Z,117,213 

408,959 

243,559 

136,036 

145,792 

60,982 

85,338 


TOTAL 


79,345    $847,431,091    13 6,5 89$ 1041 ,792 , 517 


SUMMARY 


TEACHERS       25,482    $353,184,549      74,559 
EMPLOYEES    53,863    $494,246,542       62,030 


$655,868,998 
$3  85,923,519 
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TABLE    2 

THE    DISTRIBUTION    OF    THE    NUMBER    AND    ANNUAL 
COMPENSATION    OF    MEMBERS    BY 
YEARS    OF    SERVICE    AS    OF    DECEMBER    31,1977 


YEARS  MEN  WOMEN 
OF 

SERVICE      NUMBER  AMOUNT  NUMBER  AMOUNT 

1  7,474$  30,616,207  15,397$  46,377,249 

2  6,861  58,188,778  13,264  91,516,280 

3  5,278  48,377,369  9;891  71,333,123 

4  6,249  57,630,272  12,148  86,897,873 

5  5,349  49,583,605  10,425  76,888,400 

6  4,474  40,943,496  8,322  59,945,344 

7  '  4,281  43,875,329  7,785  57,564,262 
4,259  43,709,185  7,797  57,559,582 
3,794  39,084,459  8,875  57,134,492 
3,692  37,921,844  5,647  44,940,325 
3,419  36,172,928  .4,726  36,472,104 
2,771  33,985,644  5,560  42,419,341 
1,862  25,336,361  2,849  27,910,504 
1,767  24,094,363  2,522  25,878,198 
1,658  23,067,774  2,285  24,512,958 
1,380  18,604,338  1,768  19,075,771 

17  1,316  18,521,339  1,836  19,979,155 

18  1,155  17,005,728  i;425  16,446,247 

19  1,007  14,931,923  1,332  15,610,885 
990  15,813,227  1,242  14,994,083 

1,097  17,040,563  1,203  14,573,811 

1,025  16,124,091  1,211  14,536,870 

897  14,410,271  1,048  13,010,531 

"'■^  13,110,963  934  11,599,756 

10,702,124  882  11,193,375 


8 
9 
10 
11 
12 
13 
14 
15 
16 


20  990 

21  1,097 
22 
23 

24  813 

25  678 


26                   703         11,499,750  748  9,551,279 

654         10,327,068  646  8,374,966 

634  10,300,341  538  7,025,432 

635  10,879,184  584  7,708,247 
'"^         11,031,602  570  7,609,176 

10,373,937  438  5,943,245 

9,261,078  423  5,714,155 

6,297,632  315  4,167,448 

34  232           4,271,750  318  4,423,077 

35  204            3,752,435  315  4,282,126 


27  654 

28  634 
29 

30  662 

31  590 

32  559 

33  3  73 


I 


c-15 


G«org«  B.  Buck  Consulting  Actuaries ,  Inc. 


TABLE    2 


Page  19 


THE    DISTRIBUTION    OF    THE 

COMPENSATION    OF 

YEARS    OF    SERVICE    AS    OF 


NUMBER    AND    ANNUAL 
MEMBERS    BY 
DECEMBER    31,1977 


CONTINUED 


YEARS 
OF 
SERVICE      NUMBER 


36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 

TOTA 


135    $ 
113 

71 

50 

55 

4e 

32 
18 
16 

4 

5 

4 

1 

1 


MEN 


AMOUNT      NUMBER 


2,391,058 

2,084,961 

1,285,471 

1,007,323 

1,082,095 

945,413 

647,114 

394,832 

368,214 

70,862 

155,381 

125,869 

19,016 

6,524 


314$ 

227 

160 

118 

121 

12^ 

90 

61 

47 

29 

16 

7 

1 

2 


WOMEN 

AMOUNT 

4,300,552 

3,121,475 

2,282,042 

1,677,809 

1,707,958 

1,855,612- 

1,313,642 

874,459 

674,969 

428,521 

245,497 

102,761 

14,478 

23,072 


L      79,345    $847,431,091    13 6, 589$1041 ,792 ,517 


SUMMARY 

TEACHERS       25,482    $353,184,549 
EMPLOYEES    53,863    $494,246,542 


74,559    $655,868,998 
62,030    $385,923,519 


5  7<» 


-7,^' 
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APPENDIX  D 


n.   MllNT,   JR 


ovcrkor 


(•>70t.,a^u!o-u-^^..•->.^ 


STATE    OF    NORTH    CAROLINA 
DEPARTMENT  OF   REVENUE  .    ' 

P  O  BOX  25000 

.Lynch  RALEIGH.  N.  C.   27640  James  P.  Senter 

October  30,  I978  ot.uTr  ^c.tT*.^ 


MEMORAiroWI 

TO:      V/inston  L.  Page,  Jr.,  Conmittee  Counsel, 

Legislative  Cocaission  Research 

FROM:     B.  E.  Dail,  Assistant  Director,  Tax  Research  Division  Y\f   J) 

SUBJECT:  Estimated  Revenue  Loss  from  State  Taking  Over  State  Employees') 
Contributions  to  Retirement  System 

This  is  in  response  to  your  request  for  an  estimate  of  the  revenue  loss  that 
would  result  if  the  State  took  over  the  employees'  portion  of  the  contributions 
to  the  retirement  system. 

According  to  the  retirement  system,  state  employees'  contributions  for 
calendar  year  1977  totaled  311 2,89U,OCO.   If  these  contributions  had  been  exempt 
from  state  income  tax,  we  estimate  the  revenue  loss  would  have  been  $6,500,000. 
This  estimate  is  based  on  the  assumption  that  the  average  marginal  tax  rate  for 
state  employees  is  $.75)o. 

Local  government  employees  contributed  02l4.,5l  1  >000  to  their  retirement  plan 
in  calendar  year  1977-,  If  these  contributions  had  been  exempt  from  state  income 
tax,  it  is  estimated  that  the  revenue  loss  would  have  been  31,290,000.   The  average 
marginal  tax  rate  for  these  employees  was  estimated  to  be  5i5^« 

The  Tax  Research  Division  has  not  carried  out  any  research  concerning  the 
federal  income  ta>:  law  and  the  exemption  of  contributions  for  employees  to  state 
retirement  plans.  It  is  our  understanding  that  under  Revenue  Ruling  77-U62 
contributions  of  the  required  etiployees'  portion  ''0-3'   a  school  district  (the 
employer)  to  a  qualified  state  plan  in  behalf  of  its  employees  were  ruled  to  be 
excludable  from  the  employee's  wages  for  withholding  purposes  and  from  the  employee's 
gross  income  "jntil  actually  distributed  or  made  available  to  the  employee.  B.  V/'. 
Brov.Ti,  Director  of  the  Individual  Income  Tax  Division,  has  indicated  the  Attorney 
General's  office  has  informally  agreed  that  llorth  Carolina's  state  government  could 
make  such  contributions  for  its  employees  under  tMs  ruling  after  matcing  appropriate 
amendments  to  its  statutes.   The  amendments  would  have  to  assure  that  thex'e  could  be 
no  "constructive  receipt"  of  the  contribution  by  the  employee  if  the  contribution  is 
to  be  free  of  federal  income  tax  at  the  time  money  is  paid  into  the  retirement  fund 
for  the  employee. 
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_2_  October  30,    1978 

Winston  L.   ?scc 

...  B.o™,..o  has  .tu...a  --,-:--; -"S"in  z%%v:^ 

,     ,  ^r  TT?q  -mlinr  77-U62   for  your  information. 

I  have  attached  a  copy  of  IKS  ruiinG   II   4°^  -^ 


■BED:cw 
attached 
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APPEiroiX  E 


1.  09  0 

1116:67] 


1978  Rulings 
p,ul.77.45:.I.K-B^l'"-^°.='- 


1     12-16-7T 


>  Code  :ss".  TUi  " ■'  , 


°'  '^"'^LVHr-nct'tlhat  assumes  ar.d  ?.v/^.  "^^J-'^li^.^lr  cor.tr.c-^tions 
.  .^^  ^  ;c''e^s  -t^^c  qua^Sed  sut=  pension  P't\^;;^'"o^f  incorr..  tax  wa^.- 

to  the  ?-^  "-'-^'  ■^"  : iviril  subci^i'^cr 


quired  =,_-•>_;=?-  '^_  -j-^,  pension  p.an 
to  the  5;^-4  -•.■.■i::-.:^_  recuirerr><:r!t5  of  sec- 
'n«•^:v:^Y^-^;'-•^^al  Revenue  Code  or 
«•-=?."■ -r -■-■.■■;- Vi'cveei'   trust   eitr.olished 

sSr^^us:S&i^\cr  """^ '"" 

up"  U-^^^  ^:-  ^rl'  i-^    V,...ever.    the 
.tate  stl'.l  de3..p.?,te,  ^--^^^.^  o£  diter- 

Section   .14(h^_^oi  ^heCoce^.^'^;;;^ 

contributions  '<'/•-;;;v^d•■  ^  '.ec-.'-cr.   40U:iV 

In  the  instant  case  s.n  ^^^^  --..^^  .01,^). 
qualificaf.on  ^eH^.'-^^^v;-  "-.i^:.'  ;-"  section 
the  pUn  is  =o"=';f.;:-^j  section  ^'i 4 (a)  ot  the 
40Ua)  '=^  P."^P°=,Vp(2T  provide  .  in  part. 


•  1  ^A   ,.n   <;han  be  treated  as 

tributions  so  picked  up  snaii   i; 

employer  contributions.  ^    ,        „ 

c       •        VO^(aHP)(A)   oE  the  Code,  re- 
Secf.on  1-°'*:^  y"/„Vci   Income  lax  at 

Unns   to  t\e   Co  'ec.on  _c     In  ^^^.^^.^,_^  ^  ^^ 

Source  on  U  .c^es  U.  a.^r         der.nition   or 
the   Code),  e^ludes   i^orn  tn  ^.  ^^ 

"wages".  rcmuncra..on  P^;^  ?-;^    j^    .action 

r^-nt  Tax  Rcsu'-ations.  . 

"h./..  The   school  ^district;scontr^:;j;;;^ 
to  tl-.e  piar.  arc  exclude-^  trom  «^^.  ^^ 

ses   of   'i-,5S"he;;fo  e^r:o -thholdin. 
Source  on   ..a^cs.  ^^'1'\  ■  splines  v/ith 

is  renuired  from  ••^=,.^-:'P'°;  ,':  ibuti.ns.    See 
resocc!   to  suca  P'-^V.-^q^?  Aq,.^    2J  Scss. 

contributions  to  the  P'^"  -',^  .":     ;,     .^-^  ume 

the  crr.ployccs-  ^^°-.:^;^^^^  4.  ■av.:l!able  to 

,,  they  ^^e  «f-^''^°,":iec  ion"402(a)   of  the 
the   employees,     ^e-    5=>-' 

Code. 


tr,53SS]     Rev.  KuL  77-4.3.1.1^3.  1977-30.  21. 


Ketv 
file  a.  r? 
public  £.: 
rcla*ior_s. 
good  cat 
referer.ce 


ICode Sec.  6031]  ..  .xter^sor^  oE  time  to 
^  •  -,  o'  tL're  for  Bln^.-An  app^.^-^ucn  f^l^./^^j^^^'e  bar.  certined 
--^■-  ?^;;f-°^;a°'r^^^  °ni  ^nay  be  sL^c  =7  ^  ^-^^J  ^,,or.al  or  business 
^5:-^.  -;-°ln  -I'oUed  ascnt.  or  a  P=^=v4^-^:;j^^\f-.ji.-.,S^,  abser.cc  or  otner 
c^c..----'  '-^  -ho  is  unable  to  ^sn  r-^'Z^-r  i-o-zi  the  taxpayer.  ii^Cr. 
:il'^>io.^l^rp=r^  having  a  power  o.  ...or--=7  r-o- 
::'T5:S3.0175.  _  ___ .^g    United    States 


Ad\-i:e 
Form   23 
Time  for 
(For  "C. 
to    Quai: 
may  be 
Standir.r^ 
a  particu'. 
lie   accou 
a  pr.rticu 
rolled  tj 
enue   Se: 
close   per 
the   tixpa 
2350   be::-. 

good    CiU  = 

Secti-n 
Regulitio 


..,,    b-r    requested    whether    a 

■-■•.^^^■^"income'Tax  Return 
-:-\--  =  .J::5  Abroad  \Vho  Expect 
.-•  .-^r-E;,emp;  Earned  Income) 
-■•-■:;  bv  (1)  a  member  m  good 
X'-'-  bar  o:  the  hig-est  court  ol 
-•:  r.:-.:,^r;,ion.  {D  a  c=rtmed  pub- 
:"--'"  "r.-v  qualified  to  prfctxe  in 
■■::■•  ;..r--'..4ic^.on.  (3)  a  person  eu- 
•:■-'-::,-■:  before  the  In'erna.  Rev- 

:V::al  or  bufiness  r=lation.hn>  to 
:.-■:  ...Ho  •„  unable  to  si?n  rorm 
:::.  ^Hilne^.   absence,    or   oU.cr 

r'v.ithout  a  po-.vcr  ot  attorney. 
■  5i'-'fe)(l)  or  the  Income  Tax 

4     applicable    to    earned    mcomc 


attr-.but.-ib:e  to  o>..  .-'^^  P-;      ,,;.,.,   m    e.x- 
p-o\nc;os    that    a    i— P-w  .      lutomraic 

?.nsion  of^time  On  .ac..^  ^^ --- ,,3,.2 

c.vtcnsion  o.^  ti..-^  =(7^:AV,r}r  t;.;  return  until 
of  the  re^Juat:^..^;  '-if',,'  ■-"■,, ;ifvin2  period 
attcr  th.  =°'"P^''"^y"^.'  b  of  the  resu- 
under  section  1.9 n-U)0'^^_  ^j,_^^^f„^  ^^ 
laticr.s  !.nail  mai^e  w^pui-'*--^ 
Form  2350. 

-S:^;  ^i'-pcnu^V    sutcme.     ccrt..^^ 
that  the  P'-CP""  ;'  ^   ',,.-;  •,V'.'-:--t  court  of 

accountant   duly    'v- ''•^,^,''    I  ,,A-son  cnrulled 
particular  j'lnsu^ction.  (.^)   ."^  P-^-^" 

©  1977,  Commerce  Cle:.rin3  Hov.se.  Tnc. 
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APPENDIX  F 


ecember  27,  1978 

Cot   Members  of  the  Legislative  Research  Commission  —  Camnittee  to  Study  the  Tax 
Sheltering  of  Employee  Retirement  Contributions 

"rom:  R.  Jo  Hursey,  Jr.,  Assoc.  Professor  of  M?ithematics,  ECU,  Greenville,  N.  C. 

let   Effects  of  adoption  cf  the  proposal  upon  the  State  and  its  employees 

(A)  The  Proposal:  That  the  State  henceforth  assume,  pick  up,  and  pay,  in  lieu  of 
S%  of  the  raise  to  be  granted  State  employees  this  year,  employee  contributions  to 
retirement  and  not  report  this  deferred  income  as  gross  taxable  income  to  the 
Internal  Revenue  Service »  (All  employees  who  will  retire  within  five  or  fewer 
/ears  should  be  exempted  from  the  proposal.) 

(B)  Assumptions;  That  salaries  will  rise  (at  least  on  the  average)  by  6%   per 
annum;  that  the  present  average  salary  of  State  eiqjloyees  is  $11,000  per  annumj 
^d  that  there  are  presently  167,000  State  employees.  Additional  assumptions 
ire  stated  throughout  the  report  as  they  appear  in  the  cited  examples©     I 

,'C)  Conclusions;  Adoption  of  the  recommended  proposal  affords  that  rare  opportunity 
.'or  both  employee  and  en^jloyer  to  reap  substantial  benefits  from  the  tax  sheltei-ing 
-f  employee  retirement  contributions  and  lower  salaries  (not  lower  compensation) . 
'.ssuming  adoption  of  the  proposal,  the  State  will  each  year  (from  the  adoptive 
/ear  forward)  save  approximately  ©697256  of  the  total  payroll  of  the  State,  and 
the  employee  whose  salary  is  the  present  average  salary  of  $11,000  per  annum  will 
mjoy  increased  take-home  pay  of  $250  in  the  adoptive  year  alone  (equivalent  to 
Tiore  than  a  9%   increase  in  salary),  this  increased  take-home  pay  growing  larger 
^ach  year  as  salaries  continue  to  rise  in  the  future. 

(D)  The  proposal  does  not,  in  the  legal  sense,  request  that  the  various  retirement 

programs  available  to  State  employees  become  non-c on tribute ry  pension  plansi  each 

employee  will  continue  to  contribute  toward  his  retirement  by  relinquishing  in 

che  adoDtive  year  a  raise  in  pay  and  all  subsequent  monies  which,  when  compounded 

by  future  pay  raises,  would  have  accrued  to  said  relinquished  raise.  As  in  the 

past,  it  will  be  possible  to  distinguish  employee  from  employer  retirement  contributions. 

Employees  will,  by  adoption  of  the  proposal,  in  no  way  be  relinquishing  ownership 

in  their  respective  retirement  programs© 
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(E)  Example  It     A  State  employee  whose  present  salary  is  (the  average)  $ll,000/yroJ 

We  further  assume  that  said  employee  is  married,  files  jointly  for  federaLL 
tax  purposes,  claims  the  standard  deductions  and  U  exemptions,  and  that  the  spouse 
is  not  gainfully  employed© 

(1)  EMPLOYEE  BENEFITS: 


without  adoption(656raise) 

Deductions 

with  adoption 

$U,660  (salary) 

$11,000 

700 

Retirement 

0 

711 

Social  Sec.  (6,13/6) 

67U 

760 

Fed.  tax 

627 

358 

State  tax 

318 

$2529 

Total  Deductions 

$1619 

i;9i3i 

Take-Home  Pay 

$9381 

Result:  Adoption  of  the  recommended  proposal,  in  lieu  of  a  S%   salary  raise,  increases 
the  take-home  pay  of  the  cited  employee  by  $2^0  in  the  adoptive  year.  In  order  that 
said  employee  receive  take-home  pay  of  $9381  (if  the  proposal  is  not  adopted),  the 
State  must  actually  raise  his  salary  b;^  more  than  9%o  Adoption  of  the  proposal, 
therefore,  makes  a  6%   allocation  of  funds  act  as  if  it  were  at  least  9%. 

(2)  STATE  BENEFITS: 


without  adoption 

Costs 

with  adoption 

$11,660 

Salary 

$11,000 

1,060 

Retirement 

1,663 

711 

Soc.  Security 

67U   ; 

19U 

Longevity  (|(o025) (Salary)) 

183 

-358 

Less  State  Tax 

-318 

$13,270 


Total  Cost 


$13,202 


Result I  Thus,  on  the  average,  the  State  saves  $66  per  employee  by  adoption  of 
the  recommended  propossilo  For  all  employees,  adoption  of  the  proposal,  in  lieu 
of  a  6%   salary  raise,  saves  the  State  $11,356,000  in  the  adoptive  year  (with  the 
magnitude  of  those  annual  savings  increasing  as  salaries  trend  higher  in  the  future) 
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y)   Example  2i  Here,  we  examine  the  effects  of  adoption  of  the  recommended  proposal 
pon  the  State  and  an  employee  who  begins  work  at  an   annual  saliry  of  $8,000,  works 
50  years  (receiving  30  pay  raises),  and  receives  annual  salary  increments  of  6%, 
.'e  further  assume  an  average  Social  Security  rate  of  7%   and  an  average  longevity 
•ay  rate  of  2,$%,     Finally,  said  hypothetical  employee  is  assumed  married,  files 
jointly  for  federal  tax  purposes,  and  claims  U  exemptions  and  the  standard  deductions. 

(1)  Average  final  comnensation  without  adoption:  $U2,193« 

(2)  Average  final  compensation  with  adoption:  $39>80U. 

(3)  (maximum)  retirement  allowance  (TSERS)  without  adoption:  $19j620o 
(U)  (maximum)  retirement  allowance  (TSERS)  with  adoption:  $18,509. 

A.doption  of  the  proposal,  therefore,  results  in  a  decline  in  annual  (TSERS)  retirement 
income  of  $1,111  per  year,  a  decline  of  $»66%   from  the  larger  allowance  afforded 
by  non-adoptiono  We  have,  however,  only  examined  the  situation  after  retirement. 

(5)  Average  salary  of  employee  (over  30  years)  t  $21,38U  (per  annum). 
Let  us  now  consider  the  (average)  effects  of  adoption  of  the  proposal: 

(6)  EMPLOYEE  BErffiFITSj 


without  adoption  (6%  raise) 

$23,197  Salary 

1,392  Retirement 

162U  Soc.  Sec. (7^) 

3353  Fed.  Tax 

11U5  State  Tax 


with  adoption 

$21,83U 

0 

1532 

2999 

1053 


$75lii 


Total  Deductions 


$558U 


$15683  Take-Hone  Pay  $16300 

Result:  Employee  take-home  pay  is  increased  (on  the  average)  by  $61?  per  year  by 
adoption  of  the  proposal.  Over  30  years  of  work,  adoption  returns  to  the  employee 
$18, 510  as  disposable  income.  If  the  annual  average  savings  of  $6l7  were  deposited 
in  a  savings  account  earning  6%   interest,  then  the  employee  would  upon  retirement 
have  an  account  worth  approximately  $U8,800j  If  only  half  of  the  annual  savings 
were  so  deposited,  the  employee  would  have  an  account  worth  approximately  $2U,U00 
at  the  time  of  retirement. 
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In  either  case,  adoption  of  the  proposal  affords  the  employee  the  financial 
opportunity  to  accumulate  a  substantial  personal  sum  of  money  which  easily  con^jensatet 
for  the  lower  retirement  benefits  (See  F,  3  and  h)   accruing  to  the  proposal.  Indeed, 
assuming  that  the  employee  had  invested  only  half  of  his  annual  savings  afforded 
by  adoption  of  the  proposal,  those  accumulated  savings  (used  as  an  annuity  over  19 
years  of  expected  life  at  age  65,  to  supplement  his  TSERS  pension)  would  provide 
a  total  annual  retire-ment  benefit  of  $20,572,  exceeding  the  maximum  allowable 
annual  (TSERS)  pension  of  $19,8oU  had  the  proposal  not  been  adopted}  and  the 
employee  woiild  still  have  enjoyed  $9255  of  additional  disposable  income  to  be  spent 
as  he  saw  fit  over  his  30  woricing  years o 


(7)  STATE  BENEFITS t 

without  adoption 

Costs 

with 

adoption 

$23,197 

Salary 

$21,88U 

2116 

Retirement 

3309 

162U 

Soco  Seco  (7/?) 

1532 

580 

Longevity  (2. 5:2) 

5U7 

$27,517 

Total  Cost 

$27,272  • 

Result!  Adoption  of  the  proposal  sa-ves  the  State  (on  the  average)  each  year  $2ii5» 
Subtracting  away  the  average  loss  in  State  revenue  from  State  income  tax  of  $92, 
the  net  savings  to  the  State  from  adoption  from  this  one  employee  is  $153  per  year  . 
(or  $U,590  over  the  30  working  years), 

(8)  Additional  note  on  employee  benefits!  If  our  hypothetical  employee 
elected  to  invest  half  ($309)  of  his  annual  savings  accruing  to  him  through  adoption 
and  were  to  deposit  those  savings  in  a  tax  deferred'  annuity,  he  could  further 
reduce  his  income  to  $21,575,  reducing  his  federal  and  State  tax  liability  and 
increasing  his  average  annual  take-home  pay  to  $16,379,  thereby  making  adoption 

of  the  proposal  worth  an  average  of  $711;  per  annum  in  increased  take-home  pay, 

(9)  Now  let  us,  keeping  our  same  hypothetical  employee  and  previous 
assumptions  (except  for  Soc.  Security,  whose  rate  now  increases  to  7.15),  move  ahead 
in  time  10  years:  the  salary  of  our  employee  has  now  advanced  through  6%   salary 
increments  to  $3U,33U  without  adoption,  or  $32,391  with  adoption.  We  again  consider 
the  effects  of  adoption  of  the  proposal: 
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(9-a)  EMPLOYEE  BEN  IT  ITS x 


without  adoption 

with  adoption 

$3U,33U 

Salary 

$32,391 

2060 

Retirement 

0 

2U55 

Soc.   Sec.  (7.155^) 

2316 

6969 

Fed.  Tax 

6263 

192U 

State  Tax 

1789 

$13,U08 

Total  Deductions 

$10,367 

$20,926 

Take-Home  Pay 

$22,02U 

rtesultt  Adoption  of  the  proposal  increases^  in  this  particular  year  and  employees 
rase,  take-home  oay  by  $1098o 

(9-b)  STATE  BeiFFITS:  Similarily,  one  can  show  that  adoption  of  the 
proposal  saves  the  State  $306  in  the  case  of  this  particular  year  and  this  particular 
:it;ployee . 

This  demonstrates  the  fact  that  the  iragnitudcs  of  the  benefits  accruing  to  the 
State  and  to  the  employee  grow  larger  as  salaries  riseo 

(9~c)  Additional  note  en  Employee  Benefits:  If  we  a<=-sume  that  our  employee 
(in  9-a)  can  now  claim  only  2,  rather  than  U,  exemptions  for  tax  purposes,  then 
cne  can  easily  show  that  adoption  of  the  proposal  increases  his  take-home  pay  by 
$1533  (rather  than  $1098)  in  the  cited  year,  Thiia,  as  exemptions  for  tax  purposes 
decline,  the  benefits  of  the  proposal  to  the  employee  increase;  i.e.f  increased 
tax  liabilities  are,  with  adoption  of  the  proposal,  accompanied  by  increased  eit^loyee 
benefits  in  the  form  of  increased  take-home  pay* 

(G)  Computation  of  State  Income  Taxi   For  an  employee  whose  annual  salary  is  S  dollars 
-.iherm   S  is  assumed  to  be  at  least  $13,700  oer  year,  and  who  claims  h   exemptions 
ind  the  standard  deduction,  the  State  inccane  taix  payable  by  said  employee  is 

(  (.07)3  -  U79  )  (dollars). 

(H)  Effects  Upon  the  State  by  Adoption  of  the  Proposal: 

Here,  we  assume  that  the  annual  salary  of  a  State  employee  is  presently  S 

dollars.  We  continue  to  assume  that  the  salary  of  said  employee  will  grow  at 

the  rate  of  6%   per  annum.  Thus,  n  years  from  now,  the  salary  of  the  cited  employee 
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will  be:  (l,06)"s  without  adoption,  or  (l.06)"^~  S  with  adoption.  We  now  analyze 

the  effects  of  adopt 
is  at  least  $13,700: 


the  effects  of  adoption  of  the  proposal  upon  the  State  by  assinning  that  (I.06)   3 
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COST  TO  THE  STATE 

without  adoption  Coat  vith  adoption 

(1)(1.06)^  Salary              (l)(l.06)""^S 

(.0912)(1.06)"S  Retirement          (.1512)  (l.06)"*"''^ 

(.07)(1.06)"S  Soc.  Sec. (7^)           (o07)(lo06)'^''-^S  (understates^) 

(.025)  (1.06  )"S  Longevity(2.5%)         (o025)(l.06)'^''^ 

-(.07)(1.06)"s  +  U79  Less  State  Tax  -(.07)(l.06)""*-^S  +  U79 

(loll62)(l.06)"s  +  U79      Total  Cost       (I.1762)(l.06)'^"-^S  +  U79 

DIFFERENCE  -  (Cost  without  adoption)  -  (Cost  with  adoption)  -  (l.06)"'"'^S  (.006972) 
dollars  in  the  n=th  year.  Thus,  adoption  of  the  pix>posal  saves  the  State  (in  the 
case  of  the  cited  employee  whose  salary  is  (1.06)   S  dollars  ner  year  n  years 
from  now)  (1.06)""^ (.006972)  dollars,  or  e6972^  of  the  salary  of  the  employeep 
In  general,  if  the  average  annual  salary  paid  State  employees  n  years  from  now 
is  at  least  $13,700,  adoption  of  the  proposal,  in  lieu  of  one  6%  raise,  saves  the 
State  06972  %   of  the  State  payroll  (each  and  every  year  after  adoption) o 

I 
(l)  Effects  Upon  Retirement  Income^; 

As  has  been  earlier  noted  (SeeF,  3  and  U),  adoption  of  the  recommended 
proposal,  in  lieu  of  a  S%   salary  increment,  results  in  a  diminution  of  maximum 
possible  annual  retirement  benefits  from  T3ERS  of  approximately  5.66^  (or,  in 
the  case  of  an  earlier  example,  $1,111  per  year).  To  prevent  this  decline  in 
retirement  benefits  from  occurring,  it  has  been  suggested  that  the  multiplier 
inherent  to  the  retirement  formula  used  by  TSERS  be  raised  from  1.55  to  1.65  and 
further  estimated  that  the  cost  of  this  adjustment  is  approximately  1.2556  of  the 
annual  State  payroll. 

Recall  that  adoption  of  the  proposal  saves  the  State  approximately  o6972S6 
of  the  annual  payroll,  which  is  55 » 8^  of  the  needed  1.25^  to  adjust  1.55  to  lo65. 
If,  therefore,  the  State  wei^  to  take  its  Annual  savings  generated  by  adoption 
of  the  proposal  and  apply  the  totality  of  those  savings  toward  employee  retirement 
(raising  to  9.8172  the  present  contribution  rate  of  9.12),  then  the  difference 
between  annual  retirement  benefits  (See  F,  3  and  U)  would  shrink  from  $1,111  to 
$U91  per  annum  (or  $hl  per  month),  a  reduction  in  annual  retirement  benefits 
^■rom  taero)  of  only  2„57y6o 

Let  us  once  again  consider  the  hypothetical  employee  of  Example  2,  F,  of  this 
report!  in  particular,  let  us  restrict  our  attention  to  that  employee  in  his  last 
6  years  of  employmenti  Said  employees  average  annual  salary  over  these  last  6  years 
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is,  assuming  adoption  of  the  proposal,  $37,6[j7,  or  $39,9l6  without  adoption* 
We  continue  to  assume  (probably  unrealistically)  that  the  employee  claims  U 
exemptions  for  tax  purpoaeso 

Last  6  Working  Years 

without  adoption  with  adoption 

$39,916  Salary  $37,657 

2395  Retirement  0 

285U  Soc.  Sec.  {!%)  2692 

9205  Fedo  Tax  8275 

2315  State  Tax  2157 

$16,769  Total  Deductions  $13,121^ 

$23,1U7  Take-Kome  Pay  |5Ii,T33 

Resultt  Adoption  of  the  proposal  increases,  on  the  average,  the  take-home  pay 
of  the  employee  in  his  last  6  working  years  by  (at  least)  $1,386  per  year.  If 
the  employee  deposits  these  savings  annually  in  a  savings  account  earning  6?  interet.- 
then  upon  retirement  that  employee  would  have  accumalated  at  least  $9668  in  said 
account.  If  this  amoiant  is  now  treated  as  an  annuity  to  be  depleted  after  19 
years  (life  expectancy  at  age  65  is  19  years),  then  the  employee  will  receive 
from  his  aforementioned  savings  account  an  additional,  supplemental  retirement 
allowance  of  $817  per  year,  raising  his  annual  retirement  allowance  (including 
that  from  TSERS)  to  $19,326,  which  is  only  $29U  per  year  less  than  the  annual 
retirement  allowance  afforded  by  non**adoptiono 

Moreover,  if  the  State  were  to  invest  toward  employee  retirement  only  half 
its  annual  savings  accruing  to  adoption  of  the  proposal,  namely  e3U86$  of  the 
State  payroll  (thereby  raising  the  present  9ol2^  rate  to  9oU686/£)| then  the 
$18,509  employee  retirement  allowance  accruiiig  to  adoption  of  the  proposal  could 
be  raised  to  $18, 819  per  year.  Adding  to  this  allowance  the  $817  per  annum  from 
the  employees  aforementioned  savings  account,  our  hypothetical  employee  could  then 
enjoy  an  annual  retirement  benefit  of  $19,636  —  an  amount  actually  exceeding  the 
expected  retirement  benefit  available  from  TSERS  had  the  proposal  not  been  adopted* 
Adoption  of  the  proposal  is,  therefore.  Imminently  and  unquestionably  fair  to 
the  employee,  provided  that  all  employees  within  5  or  fewer  years  of  retirement 
are  exempted  frcan  the  proposal.  If  each  employee  is  given  the  ct^uaice  of  enrollment 
in  the  tax  sheltering  proposal,  there  should  be  no  problem  with  the  proposal o 
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Adotlon  of  the  proposal  is  good  for  the  State,  saving  the  State  approximately 
o3U86j{  of  the  annual  payroll  (assuming  that  the  State  retains  only  half  of  the 
savings  accruing  to  adoption  of  the  proposal) o  It  should  also  be  noted  that 
when  Social  Security  rates  reach  their  present  projected  peak  of  7ol5i  in  198fc, 
adoption  of  the  proposal  will  slightly  increase  the  savings  accruing  to  the 
State  to  approximately  ,353156  of  the  State  payroll  (each  year), 

(J)  RECCtftlENDATIOIB  t     (l)That  the  State  adopt  the  recoimnended  proposal  to  hencefortK 
assume,  pick  up  ,  and  pay  employee  retirement  contributions  in  lieu  of  the  raise 
to  be  granted  State  employees  this  year  and  not  to  repoirt  this  deferred  income 
to  the  Internal  Revenue  Service  as  taxable  income}  (2)  That  employees  who  plan 
to  retire  within  5  or  fewer  years  from  the  adoptive  date  be  exempted  from 
participation  in  this  proposal,  being  granted  instead  a  pay  increase  of  656}  (3) 
That  the  State  should  invest  half  of  its  annual  savings  accruing  to  adoption 
of  the  proposal  toward  enqployee  retirement,  raising  its  current  rate  of  9ol256 
to  9oU686$  (and  similarly  increasing  its  contribution  rate  to  all  retirement 
prograiTiS  into  which  State  monies  are  being  paid). 


Respectfully  submitted, 
Robert  J,  Hursey,  Jr© 


— I w  — —9 
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Dr.    Hursey 
E.C.U.12/1^/ 


(a)  PROPOSAL:     That  the  State  assume  fall  liability  for  enplcyre  contributions 

to  retirement  (6C  of  pross  salaries)  and  (by  tho  authority  £ranted  by  the  Pencion 
Reforn  Act  of  197lij  Section  qllt  (h)  2  of  the  Internal  Revenue  Code)  not  to  report 
this  deferred  income  as  ^ross  tax.ible  inconie  to  the  Internal  Revenue  Service « 

(b)  ASS'J^PTIONS;     There  arc   approximately  167,000  State  employees,   having  an  annual 
salary  of  approximately  $11,000, 

(e)    (l)  The  Legislature  decides  to  raise  salaries  by  S.^%» 


I                Cost  of  5.5^  raise:  $101, 035, XO 

'extra  costs  iRic.Gr.:^jD  by  actually  Pu^ISHG 

SALARIES  EY  S^S%   (•p605  per  annuin  on  the  average)  ' 

(1)  Retirement:  $9,2Ui,39^ 

(2)  Social  Security:  $6,153,032 

(3)  Longevity  Pay:  '  $1,683,912 


Sub-total  of  extra  costs:     $17,0^1,336 

Total  Cost  of  5.5^  Raise:   $118,036,336 
LESS  TAX  RE-TAKE  :  $5,05l,750 


NET  COST  of  5.5^  RAISE:     $113,034, .'466 

,'  (2)  The  Legislature  decides  to  adopt  the  recommended  pronosal. 

Cost  of  said  proposal  is  a  flat  6','.   (with  no  extra  incurred  costs) 
of  the  current  pay  roll,  that  is,  $110,220, OOOo 

(D)  RESULT;  Adootion  of  the  recommended  proposal  SAVES  the  State  $2,3lU,536 

in  the  .adoptive  year  and  vrill  continue  to  save  State  money  in  all  ensuing  years. 
Adoption  of  the  proposal  also  returns  to  the  average  State  employee  a  FULL  6%  of 
his  current  gross  salary,  acting  as  if  an  actual  raise  in  pay  of  9>  had  occurred. 

(E)  Adoption  of  the  recommended  prooos,?!  will  result  in  a  diminution  of  retirement 
benefits  from  T3ERS  of  approximately  3%   on  the  average  and  some  diminution  in 
Social  Security  benefits.  The  decline  in  retirement  benefits  from  TSERS  can  be 
eliminated  by  raising  the  multiplier  in  the  formula  for  retirement  from  the  present 
1.55  value  to  1,6  . 
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(F)  Adoption  of  the  Grimsley  proposal  to  asGxno  employee  "ocial  Gecurity 
contributions  and  to  diminish  employee  salaries  by  the  assumed  aj'iount  will 
result  in  at  least  a  6.09^  reduction  in  retirement  benefits.  It  will  also 
result  in  a  correspondingly  larger  reduction  in  Social  Security  benefits  and 
longevity  pay.  If,  of  course,  the  Legislature  elected  to  tax  shelter  the 
Grimsley  plan  (and,  thereby,  not  reduce  employee  salaries  by  the  assumed 
amount,  leaving  salaries  constant),  then  such  an  aL.ended  scheme  would  be 
even  more  beneficial  than  the  recommended  proposal  to  tax  shelter  retirement 
contributions.  V/ithout  the  aforementioned  amendment,  however,  the  Grimsley 
plan  does  not  even  begin  to  compete  v;ith  the  recommended  proposal  in  terms 
of  employee  benefits. 


:f-io  ■" 
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EAST  CAROLINA   UNIVERSITY 

GREENVILLE,  NORTH  CAROLINA    27834 

kw^  3,  1578 


College  of  Alts  »nd  Science*  ^^JT 

Oepltlment  of  Mithemitict 


Honorable  Carl  J.  Stewart,  Jr.,  Soeaker 
The  N.  C.  House  of  Representatives 
The  Legislative  Building 
Raleigh,  N.  C. ' 


Dear  Mr.  Speaker: 

Thank  you  for  your  gracious  letter  of  3/2/73.  I  realize  how  denuding  your 
scredule  must  be,  and  we  deeply  appreciate  the  attention  which  you  have  allowed 
the  professorate.  Dr.  Daniels  has  passed  your  letter  of  Ii/27/73  to  me.  In  said 
letter,  you  requested  that  I  submit,  in  bill  form,  a  copy  of  the  proposal  to  tax 
shelter  the  various  State  retirement  prograF.s.  I  am  not  certain  that  I  fully 
appreciate  the  concept  of  the  requested  form,  so,  if  you  will  bear  with  me,  I 
sh^ll  outline  below  the  details  of  the  proposal,  I  shall  also  take  this  opportunity 
to  address  some  of  the  inequities  which  have  resulted  from  differences  between 
various  State  employment  acts  (covering  SPA,  FPA,  and  Public  School  Teachers).   You 
may  recall  that  I  spoke  to  this  issue  at  the  Legislative  Conference  in  Burlington, 

THE  PROPOSAL;  Said  proposal  recommends  that,  in  lieu  of  6%   of  the  raise  to 
be  granted  State  employees,  the  State  assume  henceforth  all  employee  retirement 
contributions  and  to  tax  shelter  the  various  retirement  programs  administered  by 
the  State. 

This  proposal  will  prove  to  be  of  immense  benefit  to  virtually  all  State 
employees  and  only  those  employees  within  (approximately)  six  years  of  retirement 
need  to  be  exempted  (since  the  number  ,of  remaining  working  years  is  too  f  ^w  to 
offset  the  effects  of  a  slightly  higher  retirement  pension).  Moreover,  all 
employees  can  be  benefically  accommodated  by  this  proposal  by  merely  adjusting 
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the  current  retirement  formula  used  by  TSERS  (  in  order  to  compensate  for  the  slightly- 
lower  AFC  which  accrues  to  this  proposal  )  and  by  increasing  slightly  retirement 
contributions  to  State  employees  in  all  other  retirement  programs. 

If  this  proposal  is  adopted,  then  the  money  appropriated  for  raises  would  not 
be  put  in  an  employees  pay  check  but,  rather,  would  be  deposited  in  his  retirement 
account  for  him.  This  simple  tactic  would  now  return  to  each  employee  that  money 
which  has  been  deducted  for  retirement.  Consequently,  employee  take-home  pay  would 
rise  a  full  6%  of  gross  monthly  salary  which  is  roughly  equivalent  to  an  actual  9% 
raise  in  pay,  yet  salaries  would  (if  the  legislature  appropriates  funds  sufficient 
for  a  6%   salary  increment)  remain  constant.  The  proposal,  therefore,  seeks  to 
shield  the  employee  (  sind  the  STATE)  from  the  unfortunate  costs  of  higher  payroll 
deductions  for  taxes,  Social  Security,  and  retirement  which  accompany  any  actual 
raise  in  payo 

An  exajnple  is  helpful:  Consider  the  Cp.se  of  a  State  employee  who  works  for 
the  State  30  years  with  an  initial  salary  of  $8,000  per  annum  and  annual  salary 
raises  of  %   each  year.  After  30  years,  the  salary  of  the  employee  would  rise 
to  $18,853  per  annum  with  an  averf^ge  annual  salary  of  $12,687.  His  maximum 
retirement  benefit  from  TSERS  is  (approximately)  $8,120  per  annum.  If  this 
proposal  is  adopted,  then  the  maximum  retirement  benefit  from  TSERS  is  (approx- 
imately) $7j88U  per  annum,  a  reduction  in  annual  benefits  of  $236.  This  appears 
unfavorable,  but  we  have  only  considered  the  effects  of  the  pixiposal  after  retire- 
menti  Recall  that  the  average  annual  salary  of  the  cited  employee  is  $12,68?. 
Adoption  of  this  proposal  would  return  (on  the  average)  $76l  each  and  every 
year  of  employment  to  be  spent  or  saved  ^s  one  saw  fit.  Over  the  30  working 
years,  adoption  of  this  proposal  would  return  to  the  cited  employee  an  additional 
$22,736  of  disposable  income.  Moreover,  if  the  employee  were  to  invest  his  $76l/yr. 
at  6%   during  his  working  years,  he  would  upon  retirement  have  accumul?ted  ^^n 

cuncunt  in  excess  of  $56,C00o  • 
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One  should  further  obsei-ve  that  life  expectancy  at  age  65  is  19  years:  if 
the  pix>posal  is  not  adopted,  then  probabilities  suggest  that  our  hypothetical 
employee  will  receive  as  a  consequence  of  a  slightly  higher  retirement  pension 
an  additional  $U,?00  in  retirement  benefits  (  over  the  remaining  years  of  his 
life);  however,  that,  same  employee  would  have  captured  —  h^d  the  proposal  been 
.^adopted  —  an  additional  $22,836  (at  least)  over  his  working  years  —  a  net  difference 
I  of  $18,000  in  favor  of  adoptiono  Moreover,  if  the  proposal  is  not  adopted,  then 

0  our  cited  employee  must  live  an  additional  £2  years  (after  reaching  age  65) 

'v 

^  to  accumulate  from  his  slightly  higher  retii'ement  pension  the  $22,836  which  would 
c,  have  accrued  to  him  had  the  prt)posal  been  adopted© 

■^     Let  us  now  examine  the  benefits  which  accrue  to  the  State  from  this  proposal: 
^1  If  the  State  actually  raises  salaries,  it  must  necessarily  increase  its  contributions 
'v  to  Social  Security  (which  is  constantly  rising)  and  retirement  on  behalf  of  its 

1  employees.  Assuming  157,000  State  employees  with  an  annual  salary  (average)  of  /y^j^'^^ 
"^  $11,000,  the  extra  costs  of  actually  raising  salaries  by  6%  is  approximately  -^f^-p  a 
^  $15,500,000  (beyond  the  actual  coct  of  the  6%   increment).  Of  course,  the  State 

y  will  recover  some  of  the  funds  distributed  for  raises  through  higher  taxes,  but 
only  approximately  6%»     For  the  157,000  employees,  the  State  would  recover  approx- 
imately $6,217,000  through  taxes.  But  the  proposal  saves  the  State  $l5,500,OOO  — 
a  net  savings  to  the  State  of  $9,283,000  in  favor  of  adoption  and  without  subjecting 
its  employees  to  higher  taxes.  The  proposal  does,  therefore,  seem  to  afford  that 
rare  opportunity  for  all  to  win  and  none  to  loseo  Another  benefit  of  the  proposal 
is  that  it  tends  to  dar.pen  out  the  recent  precipitious  escalation  of  salaries  which 
tends  to  produce  losses  in  TSERS.  The  proposal  would,  therefore,  tend  to  make 
TSERS  even  more  solvent© 

Finally,  this  proposal  has  already  won  the  enthusiastic  support  of  many  of 
the  professorate.   If  passage  of  this  proposal  proves  impossible  in  this  legislative 
session,  then  I  beseech  you  to  work  for  the  passage  of  Senate  Bill  830  which        ■< 

mandates  the  creation  of  task  force  to  study  the  feasability  of  tax  sheltering 
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the  retirement  programs  of  the  State,  Ihti  resolution  (Senate  Bill  830)  should 
be  amended  to  include  all  State  employees  and  not  only  those  who  are  members 
of  TSFR5. 

Jlo   INEQUITIES; 

If  the  professorate  suffers  as  great  a  financial  hardship  as  I  have  earlier 
indicated,  then  how  is  our  plight  different  from  and  quantitatively  greater  than 
that  suffered  by  all  other  State  employees? 

The  professorate  (and,  in  general,  all  EPA  employees)  have  been  denied  certain 
benefits  and  incentives  accorded  SPA  employees:  In  particular,  the  professorate 
has  historically  not  been  appropriated  funds  which  accnie  to  guaranteed  salary  sch- 
edules which  provide  for  (merit)  step  increnentsj  to  reclassifications;  or  to 
longevity.  These  aforementioned  benefits  amounted  last  year  to  3.U5*  of  the  total 
SPA  salary  base.  Denial  of  these  benefits  through  the  years  has  now  been  compounded 
into  a  dollar  equivalence  of  considerable  proportions  and  explains  in  large  part 
why  the  purchasing  power  of  the  professorate  has  declined  more  precipitiously 
than  that  of  the  average  State  employee)  it  also  helps  to  explain  why  professors 
with  many  years  of  experience  at  our  institutions  are  making  substantially  less 
than  those  recently  hired!  (See  the  enclosed  salary  studyp)  Please  note  that 
3.S%   compounded  annually  over  just  10  years  is  itself  sufficient  to  raise  salaries 
by  Ul5f,  and  we,  the  professorate,  h^ve  been  denied  the  effects  of  this  compounding 
by  being  denied  the  aforementioned  benefits  and  incentives.  Is  it,  therefore, 
any  wonder  that  my  colleagues  have  felt  the  sting  of  infa^tion  even  more  acutely 
than  the  average  State  employee  under  SPA  provisions? 

I  do,  therefore,  entreat  you  to  take  steos  to  provide  for  equitable  treatment 
of  all  State  employees  and  to  help  the  professorate  recoup  its  losses.  We  desperately 
need  minimal  guarantees  with  respect  to  professorial  riDk,   promotions,  and  longevity 
in  order  to  make  our  financial  future  less  uncertain. 
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I  thank  you  for  your  kind  attention  and  stand  ready  to  assist  you  in 
iny  way  that  I  can.  Please  do  not  hesitate  to  call  upon  me. 


Sincerely, 


B 


A.4M. 


R.  jT  Hursey,  Jro,  chair 

Committee  Z  of  the  NC  Conference  of  AAUP 


>  <^  • 

I  should  like  to  call  your  attention  to  the  March  edition  of  the  AAUP 
)ulletin  (Vol.  6U,  No.  l),  pp.19  -  25  and  pp.  26  -30.  Herein,  the  two  basic 
;ypes  of  salary  systems  in  public  education  are  compared  —  the  single  salary 
schedule  vs.  the  contract  salary  system.  The  conclusion  is  that  the  SSS  is 
;he  more  equitable  of  the  two  types  of  systems,  and  we  do  not  employ  this  type 
)f  system  in  this  State (for  the  professorate). 
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North  Carolina ^ 

Department  of  Administration 

1 16  West  Jones  Street  Raleigh  27603 


w 


James  B.Hunt,  Jr., Governor  Division  of  State  Budget  and  Management 

Joseph  W.  Grimsley,  Secretary  mJl'yaS.yoeT'  '^'"'  ^*^*^  ^""'^^^  °"'"' 


January  3,  1978 


Professor  R.  J.  Hursey,  Jr. 
East  Carolina  University 
Greenville,  North  Carolina  27834 

Dear  Professor  Hursey: 

Your  letter  of  December  12,  1977  to  Governor  Hunt  requesting  that  the  State 
assume  full  liability  for  employee  contributions  for  retirement  was  passed  on  to 
me  for  further  consideration  and  action.  A  member  of  my  staff  has  pursued  your 
proposal  with  Mr.  W.  H.  Hambleton,  Director  of  the  Retirement  and  Health  Benefits 
Division  in  the  Department  of  the  State  Treasurer,  and  he  is  of  the  opinion  that 
although  the  proposal  appears  on  the  surface  to  benefit  State  employees,  that  the 
disadvantages  of  a  proposal  of  this  type  far  outweigh  the  advantages  and  has  listed 
his  objections  to  this  proposal  as  follows:  i 

(1)  If  a  plan  were  adopted  whereby,  in  lieu  of  a  general  salary  increase, 
the  State  would  underwrite  the  mandatory  employee  contribution  for 
retirement,  the  effect  would  be  to  decrease  the  employee's  salary  level 
for  Average  Final  Compensation  purposes  for  all  affected  employees  who 
are  approaching  retirement.  This  would  have  a  significant  downward 
effect  on  the  employee's  retirement  benefit. 

(2)  For  all  employees  earning  less  than  the  maximum  taxable  for  Social 
Security,  the  average  salary  for  Social  Security  purposes  would  fail 
to  increase  as  it  would  if  a  general  salary  increase  were  granted. 
Therefore,  these  employees  would  be  eligible  for  a  lesser  Social 
Security  benefit  upon  retirement. 

(3)  Although  there  would  be  some  immediate  income  tax  advantage  to  an 
employee,  we  believe  that  this  might  be  more  than  offset  after  retire- 
ment by  reason  of  the  fact  that  the  employees  retirement  benefit  would 
become  fully  reportable  as  taxable  income  which  under  the  present 
arrangement  his  contribution  is  not. 
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(4)  Since  approximately  one-third  of  the  retirement  trust  fund  now 
represents  employee  contributions  and  interest,  the  proposal 
would  eliminate  the  employee's  ownership  share  in  the 

trust  fund  and  might  easily  result  in  the  employee  having  less 
voice  in  any  changes  affecting  employee  retirement  benefits. 

(5)  Since  the  inception  of  the  Retirement  System,  the  employees  have 
contributed  a  substantial  portion  of  the  cost  for  providing  benefits. 
If  we  were  to  now  eliminate  the  employees  contribution,  there 

would  be  a  moral  and  equitable  problem  of  arriving  at  some 
means  to  compensate  employees  who  have  contributed  in  the  past. 
The  solution  could  take  the  form  of  an  immediate  refund  of  excess 
contributions  or  of  additional  benefits  at  retirement,  either 
of  which  would  be  very  costly. 

(6)  The  proponent  of  this  proposal,  when  calculating  the  cost  savings 

to  the  State,  did  not  take  into  account  the  fact  that  a  certain  amount 
of  a  general  salary  increase  is  returned  to  the  State  in  the  form  of 
income  tax  revenue. 

(7)  The  proposal  would  not  increase  the  take-home  pay  of  those  employees 
who  are  not  members  of  the  Teachers'  and  State  Employees'  Retirement 
System. 

In  summary,  we  believe  that  the  adoption  of  this  proposal  would  result  in 
a  disservice  to  State  employees  and  teachers  and  we  would  hope  that  the  General 
Assembly  would  not  depart  from  the  conventional  approach  to  salary  increases. 
In  addition,  we  feel  that  the  proposal  would  be  a  manipulation  of  the  retirement 
trust  funds  which  would  circumvent  the  purposes  of  the  Retirement;  System  and  is 
not  a  direct  approach  to  the  problem  of  funding  salary  increases. 

Mr.  Hambleton  indicated  that  he  would  be  pleased  to  discuss  this  matter  more 
fully  at  your  convenience. 

If  I  can  be  of  further  service  to  you  in  this  matter  please  write  me. 


Sincerely, 


» 


John  A.  Williams,  Jr. 
State  Budget  Officer 


FAT/jfj 

cc:  Governor  Jim  Hunt 
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EAST  CAROLINA  UNIVERSITY 

GREE^fVILLE,  NORTH  CAROLINA    27834 

January  l6,  1578 

ollege  of  Arts  Md  Sciences 
Depaitment  of  Mathematics 

!^.   John  A.   .j'illiar.is,    Jr. 

State  Budget  Officer 

North  Carolina  Department  of  Administration 

Raleigh,  N.  C.     27603  '  ' 

Dear  llr,  '..'illians: 

Thank  ycu  for  your  letter  of  '^anuary  3,   1978.   I  deeply  appreciate  the 
tinie  and  attention  which  ycu  have  given  this  natter„  I  also  appreciate  the 
careful  detail  contained  within  yourletter,  revealing  the  reservations  held 
by  Mr.  Harableton  regarding  the  proposal,   I  must,  however,  candidly  admit  that 
I  do  not  a^ree  vjith  Mr.  Kaj.bleton  s  assessments  after  giving  those  assessments 
long  and  careful  ccnsiderationo   I  beg  your  indulgence  so  that  I  night  rebut 
said  objections c  I  do  this  because  I  believe  this  issue  is  of  tremendous 
importance  to  both  State  and  employees,  not  because  of  blind  obstinancyo  I  agree 
that  proposals  of  this  nat'xre  must  receive  careful  study,  but  I  also  believe 
in  progress j  I  maintain  that  her-e  is  an  opportunity  to  make  progress  and  improve 
upon  a  system  which  shall  benefit  all  parties  concerned.  Such  opportimities 
are  rare  indeed  and  should  be  seized  whenever  possibleo 

Let  me  now  refer  to  your  letter  of  January  3,  point-by-point  (l  -  7)i 

(1)  In  my  first  letter  to  Governor  Hunt,  materials  were  included  which  specifically 
stated  that  certain  er.ployees  ax-e  so  near  tc  retirer^nt  that  they  should  be 
exenpted  from  participation  in  the  recommended  proposal  (since  their  remaining 
years  of  employment  are  too  few  to  offset  the  benefits  of  a  higher  retirement) o 

A  rough  calculation  leads  me  to  believe  that  all  employees  within  sijc  (6)  years 
of  retirement  should  be  exempted,  and  I  certainly  request  that  this  matter  be 
studied  in  order  to  determine  a  more  accurate  date. 

(2)  Item  2  is  part  and  parcel  of  item  (l).   I  suggest  that  one  should  not  be 
blinded  by  the  exceptions  to  the  rule,  for  exceptions  are  virtually  destined 

to  occur.  For  the  Vast  majority  of  State  employees,  I  maintain  that  the  proposal 
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,  of  .^at  and  enduring  benent  a^  that  said  proposal  si..ulta„eously  prove, 
eneficlal  to  the  State.  I  see  few  ways  that  employees  can  be  afforded  the 
pportunity  to  tax-shelter  a  portion  of  their  incone,  yet  this  proposal  afford 
u  h  an  opportunity.  I  further  assert  that  tax-sheltering  is  hlgiay  J— ^^=' 
:  lU.strLe,  let  .s  consider  an  example:  Consider  an  employee  who  hegxns  wor.^. 
•or  the  State  at  a  salary  of  $8,000  oer  annum  and  assme  said  employee  works  for 
„  .ear.  with  annual  salary  increments  of  3?  per  annum.  After  30  years,  his.ala:y 
,111  rise  to  $18,353  o.-r  an„»,.  His  .axi.-^  retirement  fro.  TSE!«  is  approximately 

^8,120  per  annum.  _     *  ^  +>.o 

If  the  ^.^^gested  t,rooosal  were  adopted,  then  the  maxii..™  retxreir.ent  of  the 
employee  would\e  $7,88U,  a  reduction  in  annual  benefits  of  $236  per  annu...  Thxs  . 
appears  unfavorable,  but  we  have  only  considered  the  effect  of  the  proposal  • 

after  retireinent. 

The  e.-nployee  has  an  average  salary  over  his  30  woxicing  years  of  .12,687  per 

ar^u..  Adoption  of  the  proposal  would  return  (on  the  average)  $76l.22  each  and 
every  year  to  the  employee  to  be  spent  or  saved  as  he  saw  fit.  Over  the  30 
years  of  his  e.ploj'^nent,  the  proposal  would  retun.  to  said  employee  $22,836 
as  disposable  ii^cons!  Moreover,  if  the  employee  were  to  invest  his  $761.22 
at  6%   during  his  working  career,  he  would  upon  retirement  ha*e  an  account 

worth  in  excess  of  $56,OOOo 

It  sho>ald  also  be  noted  that  life  expectancy  at  age  6^  is  19.  years, 
the  proposal  is  not  adopted,  then  probabilities  suggest  that  the  employee 
will  receive  an  additional  $U,500  in  retirement  benefits  as  a  consequence  of 
hi.her  retirement  benefits;  on  the  other  hand,  ^if  the  proposal  had  been  adopted, 
thit  sa.e  employee  would  have  captured  an  additional  $22,836  over  his  working 
years  --  a  net  difference  of  $18,000  in  favor  of  adoption!  Moreover,  xf  the 
proposal  is  not  adopted,  then  the  cited  employee  must  live  an  additional  91 
years  after  reaching  age  6^  to  accumulate  from  his  higher  retirement  benefxts 
the  $22,836  which  would  have  accrued  to  hi^n  had  the  proposal  been  adopted. 
(3)  I  am  totally  confused  by  this  assertion;  said  assertion  is  tantamount  to        |^ 
the  claim  that  a  tax-shelter  is  undesirable!   I  assert  that  I  a:n  most  >^^-f^>^    9 
to  expose  myself  to  ta.:es  when  mj.  inc^  has  dropped  to  a  lower  level,  and    ^j-h^- 
that  is  exactly  what  happens  when  one  retires.  In  general,one  of  the  major   ^^^-^ 
reasons  for  making  the  proposal  is  to  take  advantage  of  the  tax-shelt.r  both  ^^^ 
now  and  in  the  future, 
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(li)  I  do  not  agree  that  the  proposed  scheme  eliminates  the  employee  ownership 

in  the  trust  fund.  The  proposal  merely  requests  the  State  to  make  my  contribution 

for  me  using  my  raise  money  to  r;ake  said  contribution,  in  lieu  of  actually  putting  • 

that  raise  money  into  my  check  and  thereby  e;3q)osing  me  to  higher  deductions} 

i.e.,  do  not  put  the  raise,  money  into  my  check  —  put  it  in  my  retirement  for  me  I 

This  tactic  benefits  both  State  and  employee.  I  am,  in  essence,  asking  that 

the  State  distribute  raise  money  in  a  veiy  special,  beneficial  way.  I  will  still 

be  contributing  towards  my  retirement,  and  the  only  thing  that  changes  is  the 

way  r^  money  is  deposited  in  m^  account, 

(5)  This  item  still  maintains  that  employee  contributions  are  eliminated  by 

adoption  of  the  proposal:  this  is  not  true,  and  the  objection  is  tainted  by        jLy 

a  false  hypothesise  Adoption  of  the  proposal  would  mean  that  the  rapid  escalation  rf^,  _y 

in  salaries  would  be  (temporarily)  halted.  Salaries  would  stand  still  for  the  Y^  Y^] 

year  in  which  the  projjosal  were  adopted,  yet  take-home  pay  would  leap  by  an      j^^j/  ' 

amount  equivalent  to  a  9a  (approximately)  pay  raise.  Average  salary  would   "^>^- jT  o.-^ 

remain  constant;  average  compensation  rises  by  a  full  6^  vri-th  little  pressure 

being  exerted  to  scale  upward  minimal  starting  salaries  and  creating  a  fantastic 

fringe  benefit  for  all  State  employees.   In  addition  to  all  this,  the  proposal 

malces  it  possible  to  have  a  6^^  allocation  of  funds  act  as  if  it  were  a  9%   raise, 

and  it  saves  the  State  money!  ' 

Under  no  circumstances  should  this  proposal  be  considered  on  a  one  yeaj:  or 
tf  temporary  basis:   to  adopt  said  proposal  and  to  then  revoke  it  at  a  later 
date  is  equivalent  to  granting  a  pay  increase  and  to  later  take  it  back  1 1  Pay 
raises  granted  are  compounded  by  later  pay  raises.  This  fact  again  underscores 
yet  another  reason  why  this  proposal  is  advantageous  to  the  State.  If  the  State 
actually  raises  my  salary,  then  it  is  immediately  subjected  to  higher  contributions 
on  my  behalf  to  Social  Security  and  retirement.  When  the  State  next  raises 
my  salary,  it  will  then  cuiupuuiid  its  oulxgations  on  iny  behalf.  At  the  saiae 
ti'^fc,  of  coarse,  I  shall  be  subjected  to  higher  taxes.  The  proposal  will, 
moreover,  not  only  save  the  State  (and  the  cnployee)  money  for  one  year,  but 
for  each  year  that  ensues. 

I  do  not  understand  the  claim  that  there  should  be  any  need  (moral^  or 
otherwise)  to  refund  monies  to  employees  who  have  contributed  towards  their 
retirements.  Employees  vn.ll  continue  to  contribute  towards  their  retirements  ; 
only  the  method  of  contributing  will  change.  I  am  giving  up  an  increase  in  my 
salary  in  order  to  have  the  fringe  benefit  proposed, 
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6)  Assuming  157*000  State  employees  with  an  average  annual  salary  of  $11,000, 
,he  extra  costs  of  actually  raising  employee  salaries  by  6/2  is  approximately 
,15,500,000  (above  and  beyond  the  actual  cost  of  the  6%   raise) «  These  costs 

ire  triggered  by  the  States  rising  obligations  to  Social  Security  and  retiremento 
It  is  indeed  true  that,  by  raising  salaries,  the  State  will,  through  higher 
axes  (YUKI),  get  back  part  of  the  money  distributed  through  raises.  But  only 
)art,  namely  approximately  6^.  For  the  average  enployee,  his  salary  would  rise 
•660  oer  annum,  and  the  State  would  recover  $39o60.  For  aU  157,000  State 
mployees,  the  return  to  the  State  would  aoproximate  $6,2l7,200o  But  the  proposal 
;aves  the  State  $l5,  500,000,  a  net  difference  of  $9,283,000  in  favor  of 
.doption  of  the  proposal  and  without  exposing  the  employees  to  higher  taxes o 

7)  I  am  again  totally  confused  by  this  assertionj  the  proposal  is  meant  to 
ipply  to  all  State  employees,  independent  of  the  retirement  system  to  which 
iny  employee  belongs. 

Finally,  I  should  like  to  address  a  remark  as  pertains  to  the  application 
if  the  proposal  to  future  employees  of  the  State:   I  do  not  find  it  unreasonable 
,0  suggest  that  all  new  employees  be  required  to  contribute  (as  is  presently 
lone)  towards  their  retirements  for  the  first  five  (5)  years  of  their 
mployment .Beginning  their  sixth  year  of  employment  and  thereafter,  the 
ftate  shall,  in  lieu  of  6%   of  the  raise  to  be  granted,  make  the  employee  s 
lontribution  for  the  employee  as  proposedo 

I  thank  you  for  your  time  and  consideration. 

Sincerely, 


R.   J.  Hursey,    Jr.,  Assoc.  Profi 
Depto   of  Mathematics 
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EXHIBIT  a 

Presentation  to  Legislative  Research  Commission's  Committee  on 
Tax  Shelter  for  Ei-:ip].oyco  Contributions,  December  14th,  1978  by 
Virginia  Ryan,  State  Director,  North  Carolina  Federation  of 
Teachers 

We  are  living,  as  you  are  all  aware,  in  a  time  of  rapidly  in- 
creasing inflation.   We  are  also  living  in  a  time  when  we  want  to 
do  something  about  inflation  and  yet  not  penalize  the  workers  in 
our  State.   The  North  Carolina  Federation  of  Teachers  feels,  at 
this  time,  that  its  proposal  is  even  more  appropriate  now,  than 
ever  before.   The  N.C.  Federation  of  Teachers,  with  the  support 
of  the  N.C.  AFL-CIO,  wholeheartedly  support  the  concept  that  I 
am  about  to  explain  which  will  keep  North  Carolina  within  the 
President's  guidelines  and  yet  provide  tremendous  benefits  to  the 
State  Employees  of  North  Carolina. 

Not  only  are  teachers  and  other  state  employees  concerned  with 
actual  salary  increases,  but  they  are  also  concerned  with  actual 
disposable  income.   We  all  realize  the  basic  concept  that  when  a 
salary  increase  is  provided,  additional  taxes,  retirement  and  social 
security  are  paid.   When  the  cost  to  the  State  is  computed,  the  ad- 
ditional costs  beyond  the  actual  salary  increase  will  also  amount  to 
a  great  deal  of  money.   The  savings  of  our  proposal  to  the  employer, 
the  State  of  North  Carolina,  will  be  explained  by  Dr.  I^ursey  at  the 
conclusion  of  my  presentation. 

The  actual  proposal  of  the  NCFT  is  for  the  State  of  North  Carolina 
to  amend  all  retirement  programs  to  become  tax  sheltered;  and  in  lieu 
of  part  of  the  next  salary  increase,  the  employer  assume  henceforth 
and  forever  the  full  liability  for  employee  retirement  contributions. 
This  proposal,  therefore,  increases  the  employee  take-home  pay  with- 
out paying  additional  taxes  since  the  employee  is  presently  paying 
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taxes  on  his/her  gross  income.   Tax  sheltering  forces  the  taxes  to 
come  due  when  one's  income  is  generally  lower  and  when  the  age  65 
exemption  has  become  available,  reducing  the  magnitude  of  said  taxes. 

The  adoption  of  this  proposal  does  not,  strictly  speaking,  re- 
sult in  a  non-contributory  retirement  plan,  for  the  employee  has 
relinguished  that  percentage  of  an  actual  pay  raise  which  the  em- 
ployer has  inturn  agreed  to  deposit  in  the  employee's  retirement 
account.   The  second  part  of  this  proposal,  therefore,  directs  that 
the  raise  to  be  accorded  the  employee  be  distributed  in  a  special 
way-  a  way  which  proves  to  be  mutually  beneficial.   Monies  which  had 
been  deducted  for  retirement  from  monthly  checks  would  no  longer  be 
deducted,  returning  to  each  employee  that  full  percentage  of  his 
gross  monthly  income  which  would  have  been  taken  for  retirement  and 
upon  which  taxes  have  already  been  paid.   Part  tv/o,  therefore,  directs 
that  a  portion  of  employee  salary  raises  be  deposited  in  employee  tax 
sheltered  retirement  accounts  but  not  in  employee  pay  checks  (which, 
otherwise,  would  necessarily  trigger  greater  deductions  for  retire- 
ment, social  security  and  other  taxes) . 

To  better  appreciate  the  effects  of  the  proposal,  consider  the 
hypothetical  case  of  state  employee  X  whose  current  annual  salary  is 
$16,000  ($1,333  per  month)  and  whose  non-tax  sheltered  retirement 
plan  demands  a  contribution  of  6%  of  gross  annual  salary  ($80  per 
month) .   Adoption  of  the  proposal  in  lieu  of  6  percent  of  the  next 
salary  raise  would  return  a  full  6  percent  of  gross  salary,  $80  per 
month,  to  state  employee  X  as  disposable  income.   If  the  6  percent 
appropriation  had  been  applied  so  as  to  actually  increase  the  state 
^  employee's  annual  salary  to  $16,960,  there  is  no  way  (as  a  result 
to  increased  deductions  for  taxes,  social  security,  and  retirement) 
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that  he  could  have  received  the  full  $80  per  month  increment.   With- 
out the  benefits  of  the  proposal,  state  employee  X's  salary  must  be 
increased  slightly  more  than  9  percent  in  order  to  enjoy  an  increase 
in  monthly  take-home  pay  of  $80.   Thus,  by  adopting  the  recommended 
proposal,  it  is  possible  to  make  6  act  as  if  it  were  9.   If  we 
further  continue  this  example  by  assuming  that  $16,000  as  the  average 
annual  salary  of  state  employee  X,  over  a  career  of  30  years,  then 
adoption  of  the  proposal  would  return  to  state  employee  X  approximately 
$28,800  of  additional  disposable  income  over  his  30  working  years. 

Indeed,  if  state  employee  X  can  financially  afford  to  open  a  per- 
sonal, supplemental,  tax  sheltered  account  (for  himself  or  spouse) 
yielding  6  percent,  and  annually  deposits  the  $960  (or  portion  thereof) 
which  the  proposal  on  the  average  returns,  then  upon  retirement  he  will 
have  amassed  in  said  account  a  sum^  whose  maximum  worth  would  exceed 
$75,000.   The  state  employee  will  also  have  used,  once  again,  the  magic 
of  tax  sheltering  by  reducing  his  taxable  income  by  an  average  of 
$960  per  annum,  saving  an  additional  $23  per  month  (through  lower 
state  and  federal  taxes)  and  increasing  his  maximum  monthly  take-home 
pay  by  $103,  $80  from  adoption  of  the  proposal  plus  the  additional  $23. 
To  enjoy  an  increase  in  monthly  take-home  pay  of  this  magnitude  would 
require  an  actual  salary  increase  of  nearly  12  percent. 

I  would  like  to  address  some  concerns  that  people  have  expressed 
in  regards  to  this  proposal.   Last  year,  when  the  NCFT  presented  this 
proposal  to  the  Board  of  Trustees  of  the  TSERS  there  appeared,  after- 
wards, misquotes  on  what  I  actually  presented.   Let  me  now  explain  that 
the  following  points  of  information  are  clarifications  on  questions 
regarding  this  proposal.   I  would  hope  that  the  educated  people  sitting 
in  this  room,  here  today,  will  take  this  presentation  as  a  siam  total  of 
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its  parts. 

I.   It  lias  been  said  that  with  this  proposal  the  State  would  re- 
ceive less  tax  revenue.   This  is  true,  since  you  will  not  be 
raising  the  salaries  6%  to  provide  the  added  income  to  be 
taxed.   What  we  must  compare  is  the  savings  to  the  State  in 
providing  this  benefit  in  relation  to  the  tax  revenue  to  be 
lost.   The  State  of  North  Carolina  will  be  saving  more  money 
than  it  will  lose.   At  the  same  time  the  State  will  be  pro- 
viding more  take-home  pay  for  its  employees. 

II.   Because  an  employee's  retirement  income  is  based  on  actual 
salaries,  it  has  been  said,  that  the  employees  close  to  re- 
tirement would  not  benefit.   This  is  a  consideration  which 
must  be  addressed  when  this  proposal  is  adopted.   One  way 
to  solve  this  problem  is  that  when  an  employee  is  to  retire 
and  the  79-80  salary  is  to  be  used  in  the  formula,  that  the 
salary  used  reflect  a  6%  salary  increase  in  the  computation. 
This  is  really  not  a  significant  problem  since  the  solution 
can  be  addressed  when  the  actual  computation  takes  place, 
therefore,  no  one  would  be  penalized. 
III.   Employees,  under  this  proposal,  would  liave  to  pay  taxes  once 
they  began  receiving  their  retirement  income.  'This  is  an  in- 
tegral part  of  the  tax  shelter  program  and  why  it  is  beneficial, 
Employees,  presently,  are  paying  taxes  on  a  higher  income  and 
therefore,  would  benefit  by  deferring  the  taxes  when  their 
annual  income  is  lower. 

IV.   This  proposal  has  been  ridiculed  regarding  the  fact  that  em- 
ployees would  actually  receive  less  money  upon  retirement. 
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To  understand  this,  one  must  look  at  the  overall  increase 
of  disposable  income  over  the  working  years.   Again,  let  us 
look  at  a  hypothetical  state  employee. 
Suppose  an  employee  begins  working  for  the  State  at  a  salary  of  $8,000 
per  annum  and  that  said  employee  works  30  years  with  annual  salary  in- 
crements of  3%  per  annum.   After  30  years,  his  salary  will  rise  to 
$18,853.   His  maximum  retirement  in  TSERS  would  be  approximately  $8,120 
per  annum. 

If  the  suggested  proposal  were  adopted,  then  the  employee's  maximum 
retirement,  from  TSERS,  would  decline  to  $7,384  per  annum.   This  is  a 
reduction,  in  annual  benefits,  of  $236  per  annum.   This  appears  un- 
favorable, but  we  have  only  considered  the  effect  of  the  proposal 
after  retirement. 

The  empJ.oyee's  average  salary  over  his  30  working  years  is  $12,687  per 
annum.  Adoption  of  the  proposal  would  return  (on  the  average)  $7  61.22 
each  and  every  year  to  the  employee  as  disposable  income.  Over  the  30 
years,  the  proposal  would  return  $22,836  to  the  employee  to  be  spent 
(or  saved)  as  he/she  saw  fit.  Moreover,  if  the  employee  were  to  invest 
(in  a  savings  account  at  6%  per  annum)  this  $7  61.22  each  year  over  the 
30  years  he/she  would,  upon  retirement  have  an  account  worth  in  excess 
of  $56,000. 

It  should  also  be  noted,  that  the  life  expectancy  at  age  65  is  19  years, 
If  the  proposal  is  not  adopted,  then  prcrabilities  suggest  that  the  em- 
ployee will  receive  an  additional  $4,500  (approximately)  in  retirement 
benefits.   However,  if  the  proposal  had  been  adopted,  then  that  same 
eijiployee  would  have  captured  an  additional  $22,83  6  over  his/her  30 
working  y,ears.   This  amounts  to  a  net  difference  of  $18,000  (at  least) 
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in  favor  of  adoption.   Moreover,  if  the  proposal  is  not  adopted, 
then  Baid  employee  must  live  97  years  (after  reaching  age  65)  to 
accumulate  the  $22,836  which  would  have  been  returned,  had  the 
proposal  been  adopted. 

These  figures  do  not  take  into  consideration  the  added  benefit 
of  putting  this  money  into  an  additional  tax  shelter  program, 
as  I  explained  earlier. 
V.   This  proposal  will  not  punish  those  employees  who  have  con- 
tributed their  money  in  the  past.   Employees,  under  this  pro- 
posal, will  continue  to  contribute  toward  their  retirement. 
It  is  only  the  method  of  contribution  that  changes.   This  pro- 
posal reflects  change,  progress  and  improvement  in  our  retire- 
ment system.   This  same  progress  can  be  observed  in  the  in- 
crease of  salaries  that  has  been  made  over  the  past  10-15  years, 
VI.   The  State  Employees  of  N.C.  do  not  relinguish  their  owner- 
ship in  the  trust  fund.   The  NCFT  does  not  propose  any  changes 
in  the  make-up  of  the  Board  of  Trustees  and  therefore,  does  not 
r.\    '       expect  any  changes  to.be  made. 

VII.   This  proposal  will  not  prohibit  any  State  Employee  from  re- 
ceiving their  accumulated  retirement  money,  if  they  choose  to 
leave  the  system. 
We,  in  the  North  Carolina  Federation  of  Teachers,  feel  that  this 
proposal  would  be  of  great  benefit  to  State  Employees  and  the  State  of 
North  Carolina,   V7e  urge  you  to  take  this  information  and  study  it  care- 
fully.  We  are  sure  that  you  will  arrive  at  the  same  conclusions  that 
we  have. 
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Thank  you  again,  for  providing  the  opportunity  to  speak  on  this 
matter.   Now,  if  you  wouldn't  mind,  I  would  like  to  present  Dr.  Hursey 
from  East  Carolina  University,  we  will  share  more  valuable  information 
with  you.   At  the  conclusion  of  his  presentation  I  am  sure  we  will  be 
able  to  answer  any  of  your  questions. 
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APPEroiX  H 


An  Assessment  of  the  Proposal  for 

the  State's  Assumption  of  Employee  Contributions 

to  the  Retirement  System 

Presented  to  the  Committee  on  Tax  Shelter  for  Employees'  Contributions 

by  Lloyd  Isaacs,  Executive  Secretary, 

The  North  Carolina  Association  of  Educators 

The  North  Carolina  Association  of  Educators  opposes  any  change  in  the  method  of 
financing  the  retirement  systems  of  the  state  unless  the  Average  Final  Compensation  formula 
in  the  Teachers'  and  State  Employees'   System  is  increased  to  .0175  percent.    The  proposed 
changes  calling  for  decreasing  or  eliminating  employee  contributions  are  not  in  the  best- 
interest  of  most  members  of  the  retirement  systems.    The  members  who  will  benefit  most 
are  the  highest  paid,  at  the  top  of  their  schedules.    The  groups  who  would  suffer  most 
are  the  lower  paid  employees  and  females. 

The  Teachers'  and  State  Employees'  Retirement  System  began  in  1941  on  the  fundamental 
concept  of  a  partnership  between  the  individual  employee  and  the  state.    That  pcttnership 
has  continued  and  strengthened. 

The  cooperative  roles  of  the  member  and  the  state  centered  on  (1)  money  and 
(2)  governance.    The  state  contributes  and  the  members  contribute.    The  voices  of  the 
members  are  as  strong  as  the  state  government's  voice.    The  retirement  system's  strength 
stems  from  the  contributions  of  the  state  and  the  members  in  hard,  cold  cash. 

Funds  contributed  by  a  member  are  held  in  trust  for  that  person.    The  funds  will  be 
returned  if  the  member  dies,  if  the  member  terminates  employment,    or  upon  retirement. 

The  contribution  rate  for  members  is  set  by  law  at  6  percent  of  compensation.    The 
state  currently  contributes  9.12  percent.     If  the  state  assumes  the  members'  6  percent, 
there  are  grave  doubts  that  the  total  of  15.12  percent  will  continue.    Employees  fear  the 
contributions  will  shrink  in  the  near  future  because  the  economy  is  expected  to  tighten 
and  because  Social  Security  contribul-Ions  will  Increase.    The  fears  are  well  founded, 
for  a  precedent  was  set  recently  when  the  General  Assembly  failed  to  appropriate  the 
amount  deemed  necessary  by  the  TSERS's  actuary  and  by  that  system's  board  of  trustees. 

The  most  significant  recent  development  is  that  the  special  committee  studying 
Social  Security  issues  made  an  in-depth  study  of  the  state  pick-up  of  employee  retirement 
contributions  —  and  flatly  turned  the  proposal  down.    This  action  was  taken  although  the 
proposal  was  projected  to  save  the  state  almost  $3,000,000  annually. 

Other  studies  have  been  made  from  time  to  time.    The  most  important  took  place  in 
1969.    At  that  time,  the  North  Carolina  Association  of  Educators  considered  the  state 
pick-up  of  retirement  contributions.    The  state  assumption  of  all  employee  contributions 
appeared  to  be  a  windfall  tax  shelter.     But  careful  study  proved  this  tax  shelter  more 
an  illusion  than  a  reality. 
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Every  serious  study  has  found  that  the  decreases  In  service  and  disability  benefits 
for  retirement.  Social  Security  benefits,  and  death  benefits  outweigh  any  current  pocket 
funds.    Who  may  most  profit  from  tax  sheltering?    The  higher  paid  college  professors, 
department  heads  and  administrators  would.    The  average  teacher,  with  a  salary  of 
$12,000,  would  save  less  than  half  as  much,  percentage-wise,  in  tax  deferring  as  would 
a  higher  paid  department  head,  administrator,  or  college  professor  at  $25,000.    The 
Federal  taxable  income  of  the  teacher  with  three  dependents  would  be  about  $5,800 
at  a  rate  of  19  percent,  for  a  tax  of  $962.    The  $25,000  employee  with  two  dependents 
has  a  l-axable  Income  of  about  $19,550  at  a  rote  of  28  percent,  for  a  tax  of  $4,254. 
The  top  of  the  $25,000  may  be  taxed  as  high  as  40  percent,  so  !-he  tax  savings  on  such 
sheltering  Is  large. 

Some  of  the  contentions  put  forth  to  this  committee  deserve  a  closer  look: 

First,  for  an  employee  to  forego  one  6  percent  salary  increase  will  eliminate  all 
increases  on  the  amount  of  that  increase  for  his  or  her  career.    Assuming  6  percent  increases 
for  40  years,  the  employee  foregoing  one  $720  increase  (6  percent  x  $12,000)  watches 
the  compounding  steal  away  $7,401  the  last  year  of  service.    Think  of  the  cumulative  loss 
for  40  years  --  a  fortune.    And,  the  effect  on  ret'rement  AFC  and  Social  Security  will 
be  devastating. 

Second,  the  decreased  retirement  and  Social  Sec-.-rity  benefits  for  employees 
and/or  dependents  --  when  such  loss  will  be  sorely  felt  —  Is  almost  enough  to  offset  gains 
in  current  take-home  pay  for  the  average  employee.    This  is  enticing  for  higher  paid 
employees,  but  we  should  look  out  for  the  bulk  of  the  employees  of  our  schools  and 
agencies.    The  lowest  paid  employees  stand  to  lose  most.    And,  since  females  outlive 
males  about  20  percent  in  years  after  retirement,  the  females  will  lose  more  than  males. 

Third,  who,  in  light  of  our  galloping  inflation,  can  safely  predict  that  taxes  In 
retirement  will  not  continue  to  increase? 

Fourth,  any  employee  who  withdraws  his  funds,  especially  the  employee  who  does 
not  vest,  i.e.,  achieve  five  years  membership  In  the  retirement  system,  will  suffer  most 
in  a  lump-sum  distribution  because  of  higher  taxes.    Again  (more  on  this  later)  we  should 
speak  for  those  who  need  the  most  protection  —  the  lowest  paid. 

Fifth,  a  program  of  tax  sheltered  annuities  is  now  available  to  educators  and  state 
employees.  Thousands  are  participating  in  an  effort  to  supplement  retirement.  They  are 
counting  on  a  tax-free  corridor  of  two  or  three  years  after  retirement  when  they  can 
convert  these  annuities  and  save  many  tax  dollars.  The  corridor  is  tax  free  only  because 
the  employees  paid  taxes  during  working  careers  on  their  contributions  to  the  retirement 
systems.  It  will  be  a  great  injustice  to  these  persons  to  change  the  rules  so  they  become 
doub!/  hit  by  the  disappearance  of  a  tax  sheltering  plus  a  tax  take  after  retirement  which 
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they  did  not  anticipate. 

Sixth,   edLcarors  ard  state  employees  can  -ow  e'-joy  tax  sheltering  through  the 
annuities  p^^ograrrs  set  out  in  the  above  paragraph.    The  Internal  Revenue  Service  rules 
governing  the  annuities  operate  on  a  very  strict  percentage  of  compensation  which  can  be 
placed  in  any  qualified  plan  of  defe'red  compe'sa'ion.    Tampe'.pg  with  the  qualified 
contributions  may  bri'g  IRS  regulation  changes  ro  the  detrinert  of  employees. 

Now,  di-ect  comment?  on  contention?  presented  to  th*.^  co'^mittee: 

I.  There  will  be  some  savings  to  the  state.,  but  f-om  the  employees'  pockets, 
because  the  state  will  simply  deposit  Jess  n  the  'et-rement  system  and  less  in 
the  Social  Security  system.    Who  huj'ts  n^sf  —  the  high  paid  employee  earning 
more  than  the  Social  Security  maximLm,  or  the  lower  paid  individuals?    The 
high  paid  won'r  have  thei*"  Social  Security  benef'ts  reduced  by  the  retirement 
conrribution  pick-up.    And  the  lower  pasd  suffer. 

II.  To  assure  no  reduction  in  future  be'"efits.  the  state  must  Increase  contributions. 
As  a  matter  of  fact,  the  totO'  cor*r'bi;rion  by  the  state  would  be  increased, 
thereby  w'p.'^g  out  mo;t..  if  not  all,  of  the  projected  savings. 

III.  Deferred  taxes  must  be  paid.  The  per?o:'  gett-g  o->!y  a  smaller  retirement 
benefit  and  a  smaller  Socio!  Secjr'ty  be~ef-t  wi'f  be  burdened  by  taxes  at 
the  worjt  time  of  his/her  "'fe. 

IV.  If  we  could  be  s;jre  the  employee  wouid  w^^e'y  save  and  wisely  invest  those 
sav'-.gs,  then  we  could  spei^d  ou    e"erg*es  seek  rg  a  referendum  to  get  out 
of  the  Socio!  Security  system.    Of  course,  ar;y  sav'r>gs  wisely  invested  could 
prov-de  ao  annuity.    But  the  member's  cortriburions  are  setting  one  up  now. 
And  it  is  not  fvrthe-  taxab,e.    And  it  provides  fo*  greater  retirement  benefits 
throL-gh  a  h'ghe~  AFC.    And,  mo.-t  impcrtarr,  it  is  a  sure  thing  for  workers 
now  ard  in  the  fut'.;re.    The  'eti-ement  annuity  established  by  current 
contrbutior'S  almost  discount?  an  annuity  which  might  result  from  tax  savings. 

V.  Ai'l^ough  coT-r'botiors  could  continue  to  be  credited  to  the  individual's 
account,  any  employee  separatLig  from  serv'ce  wou!d  take  a  lump-sum 
se'T'emert  ard  be  hit  with  taxes  or  all  taxobie  ear'ings  for  that  year.    Taxes 
would  be  paid  or  the  sum  total  of  the  ivTp  .*i;m  -^/ithdrawal  and  all  taxable 
sa'aries.    That  would  hit  the  employee  a  staggering  tax  blow. 

VI.  The  conrertjor.  that  ownership  of  the  trust  fund  (actually  there  are  two  funds: 
or-Toity  and  pension)  would  "or  be  rer^quished  Is  false  because  "ownership" 
wouid  mea.-,  by  IRS  standard',  that  the  money  is  the  Individual's    to  do  with 
whe"  and  a;  he  please?.     If  so,  there  co^ld  be  no  tax  sheltering. 

V|i,     The  co't^'*  o;'  that  employees  con  get  the'r  cortr'bution  ojr  ''if  they  choose 
to  leave  t^e  sy^'em"  is  par*:a!'y  correct,  but  employees  camot  "choose  to 
'eave  t^~s  Sysrgr»'  •..-.less  they  terminate  employment'. 
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The  NCAE  would  Ic^g  ago  have  camped  on  ycjr  door-rep  w; th  such  a  proposal  if 
•  t  was  best  for  tl-e  majo'  ry  of  ^'-e  edjcarc.-s  and  sra»e  er^pioyee*. 

(n  the  words  of  Hogh  Gl^'espfe,  actuary;  '  Worer  w/oj!d  suffer  a  greater  loss  than 
sirr"!arly  situated  rre-  because  of  their  lo-^ger  I'fe  expecances,"     And,  "if  our 
uiderstardirg  of  the  proposed  pick-up  leg^sJa^ion  i?  cor-ect,  it  appea-5  "-he  adopfion  of 
such  wouid  cai'se  a  significant  and  inequitable  iTpar-rse^r  of  employee  benefits. " 

Put  this  r>o<'io.'>  to  rest  now.     it  sef'ves  on'y  to  u^de^rrne  roraie  of  errployees  and 
strike  fear  in  rhe:r  hearts  about  thesr  future  ard  the  fj^ure  of  the?r  dependents.    Employees 
stili  have  faith  in  the  state  'e^irement  systems.    Tamper- ->g  w-th  that  trust  and  faith  would 
be  unwise  and  seif-defeatng.    Tampering  w>th  a  poftnershsp  furdlng  would  be  a  penny-wise 
and  pound -fool  csh  act. 


1/5/79-e 
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APPEOTIX   I 


By   Li-.    Hen: 
C.    Ferrell 
E.G. 11.12/1^ 


Statement  of  Principles  on 
Academic  Retirement  and  Insurance  Plans 


The  Slalemcnl  which  follows  u-as  prepared  by  a  joint  committee  of  the  American 
Aisociaiion  of  University  Professors  and  the  Association  of  American  Colleges. 
It  was  adopted  by  the  Council  of  the  American  Association  of  University  Profes- 
sors in  May,  1969,  and  endorsed  by  the  Fifty-fifth  Annual  t'^feeting  cs  Associa- 
tion policy. 


The  purpose  of  an  institution's  retirement  poliq"  for 
faculty  members  and  administrators  and  its  program  for 
iheir  insurance  benefits  and  retirement  annuities  slioi'.ld 
be  to  help  educators  and  their  families  withstand  the  fi- 

ncial  impacts  of  illness,  old  age,  and  death  and  to  in- 
-•rcasc  the  educational  effectiveness  of  the  college  and 
university.  This  policy  and  program  should  be  designed  to 
attract  individuals  of  the  highest  abilities  to  educational 
work,  to  sustain  the  morale  of  the  faculty,  to  permit  fac- 
ulty members  to  devote  their  energies  with  singleness  of 
purpose  to  the  concerns  of  the  institution  and  the  profes- 
fion,  and  to  provide  for  the  orderly  retirement  of  faculty 
members  and  administrators. 

The  following  practices  are  recommended: 

1.  The  retirement  policy  and  annuity  plan  of  an  insti- 
tution, as  well  as  its  insurance  plans,  should: 

a.  Be  clearly  defined  and  easily  understandable  by  both 
the  faculty  and  the  administration  of  the  institution. 
When  the  age  of  retirement  is  fixed,  the  faculty 
member  or  administrator  should  be  reminded  of  his 
approaching  retirement  at  least  one  year  prior  to  the 
date  on  which  it  is  to  become  effective.  When  the  re- 
tirement age  is  flexible,  he  should  be  informed  of  his 
impending  retirement  at  least  six  months  prior  to 
the  date  on  which  it  is  to  occur.  exce|)t  that  it  he  is 
to  be  retired  as  early  as  age  G5,  this  period  should 
be  at  least  one  year. 

b.  Take  into  account  the  old  age,  survivor,  disability, 
and  medical  benefits  of  federal  Social  Security  and 
other  applicable  public  programs. 

C,  Permit   mobility   of    faculty    members    and    adminis- 
!■'■—        Iralors  among    institutions   wiiliout    loss   of   accrued 
\-_ retirement  benefits  and  wiili  linlc  or  no  gap  in  an- 
nuity and  insur.ince  |)lan  parlicip.ition. 
A    Be  reviewed  periodically  by  f.iculty  and  administra- 
tion of  the  institution,  with  appropriate  recommen- 


dations to  the  institution's  governing  board,  to  assure 
that  the  plans  continue  to  meet  the  needs,  resources, 
and  objectives  of  the  institution  and  the  faculty. 

2.  Retirement  should  normally  occur  at  the  end  of  the 
academic  year  in  which  the  faculty  member  or  administra- 
tor reaches  the  age  specified  for  retirement  by  his  institu- 
tion's plan.  Each  institution  should  make  dear  whether, 
for  these  pui poses,  the  smnmer  period  attaches  to  the  pre- 
ceding or  the  forthcoming  academic  year.  Retirement 
provisions  currently  in  effect  at  different  institutions  vary 
in  the  age  specified  for  retirement  and  in  the  degree  of 
flexibility  relating  to  extensions  of  active  service.  Cogent 
arguments  can  be  advanced  in  support  of  a  number  of 
these  arrangements.  Since  conditions  vary  greatly  among 
institutions.  howe\cr,  no  universally  applicable  formula 
can  be  ]>:  ^cribed.  Plans  in  which  ilie  retirement  age  falls 
within  the  range  of  65  to  70  appear  to  be  in  conformity 
with  reasonable  practice. 

Where  the  institution  has  a  flexible  plan  that  provides 
for  extension  of  service  beyond  its  base  retirement  age,  ex- 
tensions should  be  by  annual  approinimenl  and  ordinarily 
should  not  postpone  retirement  beyond  the  end  of  the  ac- 
ademic year  in  which  age  70  is  attained.  Such  extensions 
should  be  made  upon  reconmiendation  of  representatives 
of  the  faculty  and  a(lminis>ration  through  appropriate 
committee  procedures  that  assure  full  protection  of  aca- 
demic freedom.  Representatives  of  the  faculty  should  be 
chosen  in  accordance  with  procedures  adopted  by  the  fac- 
ulty for  conmiittcc  appointment.  (This  also  applies  to  the 
responsibilities  noted  in  Id,  3,  and  -i.) 

5.  Circumstances  that  may  seem  to  justify  a  faculty 
member's  retirement  before  the  base  retirement  age  in  a 
flexible  pl.ni  or  the  stated  age  in  a  fixeil  plan,  or  his  disas- 
soci:ition  from  the  institution  for  reasons  of  disability, 
should  in  all  c.ises  be  ronsidcied  by  repiescntatives  of  the 
faculty  anil  adiuinistiation  through  nppiopri:ite  committee 
procedures.  Where  issues  of  tenure  arc  involved  in  a  case 
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of  retirement  before  the  base  retirement  age  in  a  flexible 
plan  or  the  siaicd  age  in  a  fixed  plan,  slniidard  ])rocc- 
durcs  of  due  pioccss  should  be  available. 

4t  The  retirement  age  for  faculty  may  differ  from  the 
8gc  for  retirement  from  administrative  duties.  Cessation  of 
idministrative  duties,  however,  witli  assignment  of  leacli- 
ing  responsibilities  only,  is  not  interpreted  as  a  retirement. 

5.  The  recall  of  faculty  members  from  retired  status  to 
full  or  part-time  activity  should  be  by  annual  appoint- 
ment upon  recommendation  of  representatives  of  the  fac- 
ulty and  administration  through  appropriate  committee 
procedures.  Such  recall  should  be  rare;  expected  duties 
should  be  clearly  defined;  and  full-time  service  should  be 
arranged  only  in  unusual  circumstances. 

6.  Between  the  ages  of  60  and  retirement,  faculty  mem- 
bers should  be  permitted  to  arrange,  on  their  own  initia- 
tive, reductions  in  salary  and  services  acceptable  both  to 
ihem  and  to  their  institutions.  Such  reductions  in  salary 
and  services  should  occur  without  loss  of  tenure,  rank,  or 
eligibility  for  benefit-plan  participation. 

7.  The  institution  should  provide  for  a  plan  of  retire- 
ment annuities.  Such  a  plan  should: 

a.  Require  participation  after  not  more  than  one  year 
of  service  by  all  full-time  faculty  members  and  ad- 
ministrators who  have  attained  a  specified  age,  not 
later  than  SO. 

b.  Be  financed  by  contributions  made  during  each  year 
of  service,  including  leaves  of  absence  with  pay,  wijli^ 
jhe  institutic)n_rontribiiting  as  rnucli  j^s  or  more  than 
each  partici)}ant.  Moreover,  an  institution's  retire- 
ment j)lan  should  be  so  organized  as  to  permit  volun- 
tary annuity  contributions  from  employees  on  leaves 

\~  of  absence  without  pay.  In  order_tha^_[3artjcjpajltj_in. 
a  contributory  plan  may  havethc  tax  treatment  of  a 
noncontiibutory  plan^vailable  to  them,  the  individ- 
_ual  sliould  have  the  pption_to  make  his  required  con- 
tributions bj^salarjM^eduction  in  accordance  with  rele- 
vant  lax  laws. 

Maintain  contributions  at  a  level  considered  sufTi- 
dent  to  give  the  long-lcnii  participant  a  retirement 
income  iliat  is  appropriately  related  to  his  level  of 
income  prior  to  retirement,  with  provision  for  con- 
tinuing more  than  half  of  such  retirement  income 
to  a  surviving  spouse.  The  recommended  objective 
for  a  person  who  participates  in  tlic  plan  for  35  or 
more  years  is  an  afier-tax  retirement  income  includ- 
ing federal  Social  Security  benefits  equivalent  in  pur- 
chasing power  to  approximately  two  thirds  of  the 
yearly  disposable  income  realized  from  his  salary  af- 
ter taxes  and  other  mandatory  deductions  during  his 
last  few  years  of  full-time  employment. 
d.  Ensure  that  the  full  accumulations  fiom  the  individ- 
ual's and  the  institution's  contributions  are  fully  and 
immediately  vested  in  the  individual,  available  as  a 
benefit  in  case  of  death  before  annuity  payments 
commence,  and  with  no  forfeiture  in  case  of  with- 
drawal or  dismissal  from  the  institution. 


Be  such  that  the  individual  may  withdraw  the  ac- 
cumulated funds  only  in  the  form  of  an  annuity. 
To  avoid  administrative  expense,  exception  nnght  be 
made  for  very  small  accumulations  in  an  inactive  ac- 
.  count. 

8.  The  institution  should  help  retired  faculty  members 
and  administrators  remain  a  part  of  the  institution,  pro- 
viding, where  possible,  such  facilities  as:  a  mail  address, 
library  privileges,  office  facilities,  faculty  club  membership, 
the  institution's  publications,  secretarial  help,  administra- 
tion of  grants,  laboratory  rights,  faailty  dining  privilvges. 
and  participation  in  convocations  and  academic  proces- 
sions. Institutions  that  confer  the  emeritus  status  should 
do  so  in  accordance  with  standards  determined  by  the  fac- 
ulty and  administration. 

9.  When  a  new  retirement  policy  or  annuity  plan  is 
initiated  or  an  old  one  changed,  reasonable  transition 
provisions,  cither  by  special  financial  arrangements  or  by 
the  gradual  inauguration  of  the  new  plan,  should  be 
made  for  those  who  would  otherwise  be  adversely  affected. 

10.  The  institution  should  maintain  a  program  of 
group  insurance  financed  in  whole  or  in  part  by  the  insti- 
tution and  available  to  faculty  members  and  administra- 
tors as  soon  as  practicable  after  employment.  The  pro- 
gram should  continue  all  coverages  during  leave  of  ab- 
sence with  pay,  and  during  leave  without  pay  unless 
equally  adequate  protection  is  othcrivisc  provided  for  the 
individual.  The  program  should  include: 

a.  Life  insurance  providing  a  benefit  considered  suffi- 
cient to  sustain  the  standard  of  living  of  tlie  staff 
member's  family  for  at  least  one  year  following  his 
death.  \Vhere  additional  protection  is  contemplated, 
the  special  financial  needs  of  families  of  younger  fac- 
ulty members  should  receive  particular  consideration. 

b.  Insurance  for  medical  expenses,  with  emphasis  upon 
protection  against  the  major  expenses  of  illness  or  in- 
jur)' in  preference  to  minor  expenses  that  cause  no 
serious  drain  on  a  family's  budgeL  Such  insurance 
should  continue  to  be  available  through  the  institu- 
tion (1)  for  the  retired  staff  member  and  spouse, 
and  (2)  for  the  sun-iving  spouse  who  does-  not  re- 
marry and  dependent  children  of  an  active  or  retired 
staff  member  who  dies  while  insured. 

c  Insurance  providing  a  montlily  income  for  staff  mem- 
bers who  remain  totally  disabled  beyond  the- period- 
normally  coverc  '.  by  salary  continuation  or  ^ick.,  pay., 
For  a  person  who  has  been  disabled  six  rapnLhS|  or. 
more,  the  plan  should  provide  an  aftcr-tajf,  income 
including  federal  Social  Security  benefits  equivalent 
in  purchasing  power  to  approximately  two,  l,hirds^  of 
the  income  he  realized  after  taxes  and  mandatory 
deductions  prior  to  his  disability.  Such",  income, 
should  continue  during  total  disability  for  the  nor- 
mal period  of  employment  at  the  institution,  with 
adequate  provision  for  a  continuing  income  through- 
out tlic  retirement  years. 
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to  bBwm2  flm'CmlnbiilQry 

Members  of  the  Florida  Retirement  System's  regular  and  special  risk  classes  will  soon  cease  making  contributions  to  their 
stirement  fund.  This  change  takes  effect  on  January  1,  1975,  for  employees  of  all  state  agencies,  school  districts,  and  community 
alleges  and  on  October  1,  1975,  for  employees  of  all  other  governmental  units.  Committee  Substitute  for  House  Bill  3909,  passed  by 
le  Legislature  and  signed  into  law  by  Governor  Askew,  requires  the  employer  to  assume  total  contributions  for  all  FRS  members 
ther  than  elected  state  officers. 


What  this  means  for  regular  members  is  a  4  percent  increase  in  take-home  pay, 
'hile  the  increase  for  special  risk  members  will  be  8  percent.  Special  risk  members  are 
unently  contributing  only  6  percent  of  salary  to  retirement,  but  effective  October  1, 
974,  tills  contribution  will  go  to  8  percent,  as  discussed  later  in  this  bulletin.  When  the 
/  1  becomes  non-contributory  for  the  employee,  the  employer's  contribution  will 
iTtrp  from  4  percent  to  9  percent  for  regular  members  and  from  8  percent  to  13  percent 
f  salary  for  special  risk  members. 

The  primary  purpose  in  changing  FRS  to  a  n  on -contributory  plan  is  to  help 
liminate  the  unfunded  liability  documented  in  past  actuarial  studies  of  state  retirement 
ystems.  In  addition  to  requiring  tiie  employer  to  pay  the  total  retirement  contribution 
or  regular  and  special  risk  members.  Committee  Substitute  for  House  Bill  3909  also 
icreased  by  1  percent  the  total  contribution  currently  required  for  regular  and  special 
isk  members.  Since  employers'  contributions  are  not  refundable,  it  will  cut  down  on  the 
mount  of  refunded  contributions  wliich  the  fund  pays  to  terminating  employees.  During 
be  last  fiscal  year,  more  than  S30  million  was  paid  in  refunds.  Reducing  this  outflow  will 
0  much  to  stabilize  the  retirement  fund.  Upon  termination  an  employee  will  continue  to 
e  entitled  to  a  refund  of  his  contributions  made  prior  to  the  date  the  system  becomes 
on-contributory  and  to  a  refund  of  his  contnbutions  made  after  the  system  becomes 
on-contributory  for  past,  prior,  military,  and  leave  of  absence  service.  Although 
iovemor  Askew  recommended  that  the  state  and  other  governmental  units  take  over 
ontributions  totaling  4  percent  of  the  salary  of  all  members  of  state  administered 
stirement  systems,  the  Legislature  did  not  include  members  of  tlie  Teachers  Retirement 
ystem,  or  any  otlier  state  administered  retirement  plan  in  this  bill.  However,  members  of 
iiese  systems  will  be  given  another  opportunity  to  transfer  to  FRS  this  fall.  (See  article 
n  page  one  for  details.)  The  new  law  also  provides  that  no  member's  salary  shall  be 
•duced  as  a  result  of  the  Rorida  Retirement  System  becoming  non-contributory;  it  also 
uarantees  the  legal  rights  of  members  to  all  benefits  earned. 


CHANGES  AFFECTING  SPECIAL  RISK  MEMBERS 


On  October  1,  1974,  all  special  risk  members  of  the  Florida  Retirement  System  will 
contributing  8  percent  of  salary,  to  be  matched  by  each  employer.  In  return  they 
TlrTeceive  3  percent  retirement  credit  per  year  of  service  as  compared  to  the  present  2 
ercent  credit.  Pursuant  to  an  Attorney  General's  Opinion  (AGO  74-196),  on  January  1, 
975,  special  risk  employees  of  state  agencies,  school  districts,  and  community  colleges 
all  cease  making  retirement  contributions. 

(continued  on  page  2) 


Reopening 
of  FRS 


Included  in  the 
non-contributory  or  omnibus 
retirement  act  is  a  provision  to 
reopen  the  Florida  Retirement 
System  to  approximately  45,000 
members  of  the  state's  older 
retirement  systems.  Unlike  the 
transfer  period  in  1972,  no 
retroactive  social  security  will  be 
provided.  The  enrollment  period 
begins  September  1,  1974,  and  ends 
November  30,  with  membership  in 
FRS  effective  January  1,  1975. 
Those  members  of  the  older 
existing  systems  who  do  not 
transfer  to  the  Florida  Retirement 
System  will  continue  to  participate 
in  their  existing  system. 

The  Division  of  Retirement 
will  provide  all  agencies  with 
informational  material  on  the 
reopening  of  the  system.  Some  of 
the  material  '.vill  compare  the 
provisions  of  the  older  existing 
retirement  systems  to  the 
provisions  of  the  Florida 
Retirement  System.  In  addition, 
division  personnel  will  be  holding 
poup  meetings  with  interested 
employees  to  answer  questions  on 
the  Florida  Retirement  System. 
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From  the  Director 


^_  With  the  publication  of  this  first  Florida  Retirement  Bulletin,  we  hope 
to  establish  an  effective  channel  of  communication  between  you,  the 
members  of  the  Florida  Retirement  Systems,  and  the  division  which  serves 
you.  We  will  apprise  you  of  legislative  action  which  affects  your  retirement 
system,  of  policy  decisions  made  by  the  division,  division  organization, 
growth  and  functions. 

The  legislative  session  just  completed  was  a  productive  one,  and  this 
issue  is  largely  devoted  to  examining  what  was  accomplished. 

Committee  Substitute  for  House  Bill  3909.  discussed  elsewhere  in  this 
buUetin,  provides  that  the  employing  units  will  in  the  immediate  future 
begin  paying  the  retirement  contributions  presently  required  of  the  regular 
and  special  risk  members  of  the  Florida  Retirement  System,  and  also  pay  an 
additional  1  percent  of  gross  salary  for  these  members.  These  provisions  will 
improve  greatly  the  actuarial  soundness  of  the  Florida  Retirement  System. 

House  Bill  .^924  provides  for  a  cost-of-living  adjustment  to  the  benefits 
paid  to  a  small  group  of  persons  who  were  not  previously  eligible  for  such  an 
adjustment.  The  cost  of  implementing  this  bill  is  relatively  small,  and  since 
these  benefits  are  paid  from  the  State's  General  Revenue  Fund,  it  has  no 
actuarial  impact  on  the  Florida  Retirement  System  Trust  Fund. 

Future  county  court  judges  are  made  mandatory  members,  and  such 
judges  who  are  on  the  payroll  October  1,  1974,  may  elect  to  become 
members  of  the  Elected  State  Officers  Class  under  the  provisions  of  House 
BUI  3020. 

Senate  Bill  81  increased  the  required  contributions  and  retirement 
credit  earned  by  members  of  the  special  risk  class.  Although  the  interaction 
'  the  provisions  of  this  bill  with  Committee  Substitute  for  House  Bill  3909 
v,^ults  in  the  contributions  for  special  risk  members  being  insufficient  to 
fund  the  increased  benefits,  it  is  hoped  this  deficiency  can  be  eliminated  by 
subsequent  legislative  action. 

Some  significant  improvements  were  made  in  the  cost-of-living 
provisions  by  Committee  Substitute  for  House  Bill  3909  which  had  an 
estimated  actuarial  cost  of  appro.ximately  $10  million  per  year.  The  3 
percent  ceiling  on  the  cost-of-living  adjustment  to  retirement  oenefits  was 
not  lifted  during  the  past  session,  however,  due  to  the  significant  cost  of 
changing  the  present  limitation.  Before  this  ceiling  can  be  raised  it  appears 
that  the  Legislature  will  have  to  provide  additional  funding  since  the  1974 
Legislature  wrote  into  the  law  governing  the  Florida  Retirement  System 
their  intention  that  adequate  funding,  based  on  sound  actuarial  data,  will  be 
provided   for   all  future  benefit  increases. 


dAy^A 


Robert  L.  Kenned 
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(continued  from  page  1) 
Special  risk  employees  of 
counties,  cities,  and  special  districts 
must  pay  the  8  percent  contribution 
until  October  1,  1975,  when  the 
non-contributory  provisions  of 
Committee  Substitute  for  House  Bill 
3909  take  effect  for  them.  The  total 
retirement  contribution  required  for 
special  risk  members  drops  from  16 
percent  to  13  percent  when  employers 
start  making  the  total  contributions  on 
January  1  or  October  1,  1975. 

Special  risk  retirement  credit 
already  earned  as  of  October  1,  1974, 
will  remain  at  the  2  percent  level  and 
only  special  risk  service  after  that  date 
wiU  be  at  the  3  percent  rate.  This  law 
also  limits  the  benefit  for  a  special  risk 
member  to  100  percent  of  average 
final  compensation. 

INTEREST  RATES  CHANGED 

The  Legislature  also  raised  the 
interest  rates  on  the  purchase  of  past 
service,  prior  service,  military  service, 
and  service  credits  for  authorized 
leaves  of  absence.  Effective  July  1, 
1975,  the  interest  charged  will  be  6.5 
percent  compounded  annually  for 
members  of  all  retirement  systems. 

To  illustrate  how  this  change 
may  affect  members  who  wish  to 
purchase  credit  for  prior  service,  let's 
use  an  example  of  a  teacher  who 
worked  in  the  public  school  system  of 
Florida  from  1960  through  1965  and 
resigned,  receiving  a  full  refund  of  all 
the  retirement  contributions  made 
during  that  period.  If  reemployed  as  a 
teacher  in  Florida  this  year,  he  or  she 
would  have  to  work  for  three 
consecutive  years  before  becoming 
eligible  to  purchase  retirement  credit 
for  prior  service.  If  this  teacher  chose 
to  purchase  this  prior  service  credit,  he 
or  she  would  be  required  to  pay  back 
the  full  amount  of  the  refunded 
contributions  with  interest.  This 
interest  would  be  4  percent 
compounded  annually  from  the  date 
of  tlie  refund  until  July  1,  1975,  and 
6.5  percent  compounded  aruiuaUy 
from  July  1,  1975,  until  full  payment 
was  made.  This  same  method  of 
applying  interest  will  be  used  for  the 
purchase  of  military  service,  past 
service,  and  retirement  credit  for 
authorized  leaves  of  absence. 
(continued  on  page  3) 
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""Legislative  News 


Nearly  100  separate  retirement 
Us  covering  almost  as  many  different 
:ets  of  retirement  were  introduced 
ring  the  1974  Legislature.  Unlimited 
st-of-living  adjustments,  30  years 
rmal  retirement  at  any  a^e, 
:omput3tion  of  benefits  based  on 
e  five-year  average  final 
tnpensation,  credit  for  military 
vice  that  has  been  used  for  military 
irement,  and  abolition  of  the 
cted  state  officers  class  are  only 
ne  of  the  proposals  that  were 
isidered  and  rejected.  However,  less 
in  ten  retirement  bills  made  it 
ough  the  Legislature  to  the 
vemor  for  signature.  Among  the 
V  that  did  pass,  the 
n-contributory  or  omnibus 
irement  bill  stands  out  as  the  single 
St  important  retirement  law  since 
creation  of  the  FRS  in  1970.  If  the 
dictions  hold  true,  this  one  bill  \vill 
far  toward  putting  the  retirement 
lem  on  a  sound  financial  footing. 

Many  of  those  measures  that  did 
make  it  were  eitlier  too  costiv  or 
>ractical,      while      others      failed 
juse  they  were  apparently  contrary 
he  Legislature's  current  retirement 
losophy.      The      lateness      of 
oduction  and  the  pressure  of  the 
weeks  of  the  session  contributed 
the    failure    of    other    proposals. 
ise     Bill     4013     by     the     House 
imittee  on  Retirement,  Personnel, 
Claims  is  one  of  those  that,  for 
reason  or  another,  did  not  make 
"his  bill  would  have  created  a  State 
rement  Commission  of  lav  persons 
)inted   by   the   Governor   to  hear 
ibers'  appeals  to  certain  retirement 
sions,   to  make  recommendations 
le  Legislature  for  improvements  in 
retirement  systems,  and  to  provide 
:e     to     the     State     Retirement 
:tor  in   developing  a   sound  and 
em    retirement    system.    Having 
id  the  House  by  a  vote  of  99  to  0, 
le   Bill   4013  died  in  the  Senate 
i  and  Means  Committee  as  time 
out    for    the    1974    session. 


Division  Plans  move 


i«.  f  ^"  !f'^/-^"^"'J^  ^^^  Division  of  Retirement  will  move  to  a  new 
location  the  Cedars  Executive  Office  Center,  in  Tallahassee.  The  division's 
Sw  The'm'  'l^'  half  miles  from  the  present  offices  in  downtoTvn 
Jigt^TSedeVleTdTngt'^  ^'°"^  '''  "^"  '°"^^°"  "  "^"  ^  ''^  ^^'^ 

m.ilin^^.'i^i  ^^^  *^'n''°"  "^  physically  moving,  our  telephone  numbers  and 
mailing  address  will  remain  the  same.  We  hope  to  be  relocated  by  the  first 
week  of  August.  All  correspondence  should  continue  to  be  addressed  to: 

DIVISION    OF    RETIREMENT 

CARLTON    BUILDLNG 

TALLAHASSEE,    FLORIDA    32304 


Map  of  Division's  New  Location 


State    -^HUS.  27     S. 
Capitol  WJ 


Apalachee  Parkway 


(continued  from  page  2) 

In  order  to  receive  credit  for  prior 
service  earned  after  FRS  becomes 
non<ontributory,  it  will  be  necessary 
only  for  a  regular  or  special  risk  member 
to  be  reemployed  for  three  years.  For 
example,  a  member  who  works  from 
1976  to  1979  and  terminates  would  not 
receive  a  refund  since  no  employee 
contributions  were  made.  If  the  person  is 
subsequently  reemployed  and  works  for 
three  continuous  years,  he  or  she  would 
receive  retirement  credit  for  the  earlier 
service  at  no  cost. 


REPAYMENT  OF  CONTRIBUTIONS  FOR 
RETROACTIVE  SOCLXL  SECURITY 

Another    change    included    in   the 

omnibus    retirement    bill    wliich    affects 

members    who    transferred    to    FRS   in 

1972,  is  the  extension  to  June  30,  1975, 

of    the    date    for    repayment    without 

penalty     of     money     borrowed     from 

members'      retirement      contribution 

accounts  to  purchase  retroactive   social 

security    coverage.     Earlier    notices    to 

affected  employees  advised  that  8  percent 

interest  compounded  annually  would  be 

added  on  any  amount  owed  on  January 

1,  1974.  Under  this  new  law  no  interest 

will  be  charged  until  July  1 , 1 975. 

(continurd  on  page  4) 
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Frequently  asked 


QUESTION:     What  happens  to  the  contributions  1  have  already  paid  into  the  Florida 
Retirement  System  when  it  becomes  non-contributory? 

ANSWER:  The  contributions  you  have  paid  will  remain  in  the  retirement  trust 
fitrid.  If  you  terminate  your  membership  in  the  Florida  Retirement 
System  and  request  a  refund  you  will  be  refunded  all  your 
contributions  through  January  1,  1975,  or  October  1 ,  1975,  depending 
on  when  the  system  becomes  non<oniributory  for  you.  Also,  any 
money  contributed  for  past,  prior  or  military  service  will  be  refunded. 


QUESTION:     What  is  acceptable  for  proof  of  age? 

ANSWER:      1.  Birth  Certificate 

2.  Delayed  birth  certificate 

3.  Census  report  (First  one  taken  after  birthdate  of  member) 

4.  Life  insurance  policy  issued  prior  to  July  1 ,  1 945. 


QUESTION:     Was  there  a  change  in  interest  rates  on  amounts  owed  tlie  various 
retirement  systems? 

ANSWER:  Yes,  the  Legislature  raised  the  interest  rates  to  6.5  percent  compounded 
annually  for  all  retirement  systems  effective  July  1,  1975.  This  applies 
to  members  purchasing  past,  prior,  and  military  service  as  well  as  service 
credit  for  authorized  leaves  of  absences. 


QUESTION:     When  should  I  make  application  for  retirement  and  how  is  the  effective 
date  determined? 

ANSWER:  A  member  should  make  application  for  retirement  benefits  at  least  90 
days  prior  to  his  date  of  termination  of  employment.  Such  application 
will  require  certification  by  the  employer  of  the  date  the  member 
intends  to  terminate.  If  all  requirements  for  retirement  have  been 
satisfied,  benefits  will  commence  on  the  first  day  of  the  month 
following  the  last  month  during  which  the  member  was  employed.  If 
the  member  desires  to  make  application  for  retirement  at  a  later  date 
after  termination  of  employment,  benefits  will  commence  on  the  frst 
day  of  the  month  following  the  montli  in  which  application  is  made. 


EDITOR'S    NOTE: 

Do  you  have  a  question  of  general  Interest  to  our  readers?  Send  to 
Division  of  Retirement,  Florida  Retirement  Bulletin,  Carlton  Building, 
Tallahassee,  Florida  32304. 


(continued  from  page  3) 
COST-OF-LIVING 

Some  minor  changes  were  also 
made  to  the  cost-of-living  formula 
used  to  adjust  retirement  benefits  as 
the  cost-of-living  changes.  The  annual 
3  percent  ceiling  on  adjustments  was 
retained,  but  the  new  omnibus 
retirement  bill  provides  that  once  a 
retiree  receives  the  first  cost-of-living 
adjustment  under  the  old  law,  all 
subsequent  adjustments  will  be  made 
by  increasing  the  benefit  being  paid  on 
each  June  30  by  the  change  in  the 
average  cost-of-living  inde.x,  limited  to 
3  percent.  One  effect  of  this  change 
wiU  be  to  grant  cost-of-living  increases 
on  top  of  benefits  that  have  been 
adjusted  in  accordance  with  tlie  S& 
mininium  benefit  law.  However,  the 
$8  minimum  benefit  adjustment  must 
be  received  for  a  full  year  before  the 
retiree  will  be  entitled  to  the 
cost-of-living  at^ustment.  A  person 
must  still  reach  age  65  to  qualify  for 
cost-of-living  adjustments. 

Another  act  by  tlie  1974 
Legislature  granted  cost-of-living 
adjustments  to  the  several  hundred 
employees  retired  under  Section 
112.05,  Florida  Statutes,  the  old 
non<ontributory  plan  for  state 
employees.  Elderly  incapacitated 
school  teachers  who  receive  a  monthly 
allov/ance  under  Section  238.171, 
Florida  Statutes,  and  widows  of 
Confederate  War  veterans  who  receive 
a  monthly  benefit  will  also  receive 
cost-of-living  adjustments  under  this 
act. 

DEATH  BENEFITS 

An  improvement  in  the  death 
benefits  provisions  of  the  Florida 
Retirement  System  was  enacted  tltis 
year.  Previously,  the  surviving  spouse 
of  a  member  who  died  after 
completing  ten  years  of  ser\ice  had 
only  two  options  avaHabie:  to  receive 
a  full  refund  of  the  member's 
contributions,  or  to  have  a  monthly 
benefit  payable  for  life  based  on  the 
member's  age  and  service  at  death.  If 
the  member  had  not  achieved  normal 
retirement  age,  the  benefit  paid  to  the 
surviving  spouse  would  be  adjusted  for 
early  retirement,  frequently  resulting 
in  a  drastically  reduced  montldy 
benefit.  Now  a  tliird  option  is  made 
available  to  the  spouse  in  this 
situation.  He  or  slie  may  elect  to  delay 
receipt  of  the  benefit  until  some  later 
date  when  tlieir  financial  need  may  be 
greater.  This  delayed  benefit  will  be 
based  on  the  age  tlie  deceased  member 
would  have  attained  on  tlie  date  the 
benefit  starts,  resulting  in  a  larger 
monthly    annuity. 


APPENDIX  K 


Panel  esiolorses  iD.caw ; 

Seciiri'S:]/  plain  \ 


By  A.L.  MAY 

iKlMvnitr 

Over  Ih?  objections  of  the 
state's  Ihrce  public  em- 
ployee orcanizaticns,  a  le;:- 
islalive  study  committee 
decided  Tuesday  to  a:U  the 
General  Assembly  nest 
year  to  change  the  way  the 
stale  handles  Social  v'lccuii- 
ly  taxes  for  its  Ceachars 
and  cmFloyccs. 

Representatives  of  thi 
three  employca  grcupa  ra- 
maincd  opposed  to  tiio  plr.n 
despite  the  ccminiitcc'3 
adoplins  a  "ccod  failh" 
statement  that  any  los.-;  cf 


Social  Security  benefits 
would  be  made  up  \7iihin 
state  retirement  proTrania 
or  Uirouj;h  lncre.-",;cd  bcus- 
fits  to  teachers  and 
cmployeos. 

Ins  plan,  sponsored 
chiefly  by  Josepr;  \7. 
Grlmsley,  state  ndmjnb- 
tration  secretary  f^nd  n 
member  of  the  cnmmitJco, 
also  drew  cpposition  from 
anoUisr  member  of  the 
study  pmttl  —  Dcoulv  Stat?; 
Auditor  Jc^i  V/.  J2i;chan. 
•  "'n:cr2areJu;tu>om.-'-ny 
iinkno-.vTi3  "  L'lJdyin  c.-Jd 
after  tii2  meciixig. 


C.C4/V>.'{.''tb, 


m^ 


This   ir,   for  -vcu: 


;LT  ODrrnatioii. 


jF,Jr 


One  hl,-hly-placed  oource  > 
ii  tiie  ndminbtrntlon  ol  j 
CJov'  James  B.  Hunt  Jr.  V 
sr.id  the  complicstcd  plan  .' 
probably  v.-r.uld  (lis  in  tha  ; 
iegisialurc  unless  C-.s  era-  '• 
ployee  rroupr,  could  'cs  per-  ! 
suadcd  to  support  U. 

Currently,  stcie  cmplcTv.  ', 
CC3  pay  Zr<:\si  Security  i 
t:::^es  and  clr^  contribute,  : 
wilh  Uia  slate,  to  public  ) 
employee  relirccncaS  ; 
plans.  , 

Eminett  'V.  Duj-ien,  ex- 
ecutive! directoi'  of  ths 
f.'orlh  C?jroIina  Slcto  Eri> 
ploytss  AKCcialicn  srd  a 
member  of  the  cxir.unittc;, 

.  asked  the  comri'iillc-g  £o 
recommend  furiher  study 

■  of  the  prci>o:cd  changes. 

The  clho?  l^o  cmplo>te 
group   scpre?2atativc3  ct) 
the  cominitt:e,  L'ayci  S. 
Isaacs,  cxecuUvs  director 
of  the  K.C.  A:-^:iitioa  cf 
_Edi:raU-M-3,    tni   J.    /.rc'r;  ■ 
'X^nny,  erccoutiv.^  director  ■ 
cf  (he  North  C.:ro!i rj  F.Lit?'   ■ 
Goyv*rnmcni    Cmplcyccs- j 
Ass30C!;;lio:i.      IrijtDtcd   ( 
,    support  for  B;'Jden"s  rro-  o 
\    pawl.  ^^ .^     __•   __^  _  -J 

I"  .  •• 
.  '  Grimslcy,  Lorevcr, 
I  csllci  I>'';rdcn'3  prrj-'G",! 
'  "p.^^Jir;f;  liie  bi-ch."  r.?d  r.r-' 
;  pr:^  L'lit  st-nL'*  employe?" 
1  \70'M  loso  nruhln":  inim  the 
;  plan  l>ul  tn:cp:.y:r3  coul-J 
}  s::v2  f.2l0  niilicn  ovcv  ths 
j  nc;:l  nir.s  yecn.  ■    ' 

j  At    Grlm^lcy's    urnlni. 

:  th;.  Ci;m"nitt;s    cpprcvod 

'.  the.p'.>!i  by  a  &ls-to-iour 

j  voie.' 

I     Tlia  pSz-n  li  tv:(vpro"."f'J: 
I  '  G-iS  p".rt  v.culd  rrmov3 
i  filcli  p.-.y  from  C-.':  t7."'^2- 
',  banc  used  \n  fi-urir.3  ^cial 
I  ScciMty  ICaCS. 

\  A'  fsccnd  part  uoiild 
.  havs  (he  state  r.s:nrr.3  ths 
.  cmv)!o>TC?'  r!'..ire  c.l  ih;  S.v 
1  cisi  Security  t::^.  U.V.?  i3 
I  tici-y  paid  by  Ih?  c~ploycs 
I  and  half  bv  the  stsl«. 


Jhc  .^ick  pry  proponl  Is 
Icf.tS  conlrovomai.  Only 
Uu?t3cn'  end  Liacy  voted 
against  it. 

Wlhcuch  Social  Sicur'.ty 
bci'.ilila  would  decrc^30 
slightly,  the  employe* 
would  nharc  c"i:lly  vlUj 
tha  stit .  b  U-.e  r.:'.vinTj,  a 
toLnl  oi  cbout  i\  millbn  b  . 
IS79  2nd  more  t^Ja  viO  irJl"  '. 
Ilea  over  the  ccit  cir.u  1 
yt?.rs.  ' 

;The  mora  ccr.lrov5r!tal  ■ 
pcrf.  'jo!  tl*  plea  —  tis 
bIVcR's  Laiin?  over  pay- 
mic^  of  V-:2  Sc:L-l  Cc-tvrity  ^ 
tsrcs  entirely  —  rculd  tin-  . 
cfii  the  state  r.iorc  iHaQ  fJ:3 
cmp:oyc-c3. 

liltboufjh  employees 
x^xM  no  tonncr  p.-sy  (ha 
is3,'.  Ihsir  projs  nuLries 
would  1:2  cd.iustcd  couti- 
ward  by  the  t.-izunl  ci  r/.2 
txxcs  csiumcti  hy  tbe  ?.:iits. 
As  U.e  Sf<:lai  .v,:urity  rrtas 
Increased,  cala.iis  v:ouid 
bo  cdjasled  co'.TTivjsra  and 
iho  ttati  would  pay  ths  b- 
crcised  La-. 

..•  Crim-ley's  ciii?i  C.nnal- 
iant  en  th:-  i."Le,  T.L. 
,\tslch  of  n-.irri.-.rn,  chJcf 
trecutive  officer  cf  JJir;- 
.■fi,~»"i'ier.l  IinprovejrjeKt 
Corporation  cj  h:mt\zr, 
tr,;d  the  ccnnrilHw  Ji^t 
^T'.h  the  stale  ^'i  the  em- 
f.lc7Ccs  woulri  l>:.",o{it. 

Amick  s^sid  J.;  ;;tjte't 
?>3V),tT.ptiop.  cf  th;  t2T.  r-CT7 
pcl3  "by  nrrii'ljysr,  rr.-.vld 
Icvei"  n  M.iZQ  t*-!:?.  With 
cUic?  ccco-.,itir.'-;  ci;iJ;7cs, 
ho  ?-.id.  tills  n-'jjlc^  rnve  i:;: 
stil3  tboul  t;  p;rccni  cf  it» 
ci-nxnt  Sccid  S:.curily 
psyincnts  -  cv  U/*  n-.i'.lion 
.i-.r-i  year  ;-.;-.ci  Cllil  rniliir.n 
Ovv"  t>.e  r.-.rt  rJr.s  yr-ars. 
■'\Tf.t  take-horns  Dsy  of  tn 
friploycc  ce:jjily  rc.ui' 
tfiiicreise.i  tli^htly  by  tl:; 
rci1u:l!on    o?    Ivj    (^orj . 

.C':i::;2  he  v.-culd  psy  I.°ss  I 
%L-,is  f,ntl  Icd?,-al  ir.corr.s 
lares. 

■per  example,  hs  Kid.  t.n 
chployee  rr::.;^lii3  JIO.CCO  a' 
Jxc.f-  would  rtiin  f7.M  in 
tGlcltomc-p-iy  in  a  yjsr 
tr.d  (h;  tt^ilc  t.-c-ld  £.3V2 
^Sv;;  by  t^.'-.inj  c^-cr  th2' 
x.>i.V.r/:s'3  i-hrr:  cf  tj--;  £> 
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APPEIIDIX  L 


LEGISLATIVE  PROPOSAL  I 

A  JOINT  RESOLUTION  DIRECTING  THE  LEGISLATIVE  RESEARCH  COMMISSION 
TO  CONTINUE  THE  STUDY  OE  THE  EEASIBILITY  OE  PROVIDING  A  TAX 
SHELTER  FOR  EMPLOYEE  CONTRIBUTIONS  TO  THE  VARIOUS  STATE  AD- 
MINISTERED RETIREMENT  SYSTEMS. 

Whereas,  the  study  mandated  "by  Senate  Joint  Resolution  850, 
ratified  Resolution  120  of  the  Session  Laws  of  the  1977  General  As- 
sembly (Second  Session,  1978)  entailed  the  gathering  of  a  large 
amount  of  information  from  many  different  sources  and  the  receipt 
of  testim.ony  from  all  affected  persons  within  State  Government;  and 

Whereas,  the  committee  did  not  have  sufficient  time  to 
study  all  the  technical  information  presented  and  the  need  for 
further  study  of  the  subject; 

Now,  therefore,  be  it  resolved  by  the  Senate,  the  House  of  Represen- 
tatives concurring: 

Section  '' .   The  Legislative  Research  Commission  is  hereby 
directed  to  continue  the  study  mandated  by  ratified  Resolution  120, 
Senate  Joint  Resolution  830,  of  the  Session  Laws  of  1977  (Second 
Session,  1978)  of  the  feasibility  of  providing  a  tax  shelter  for 
employee  contributions  to  the  Teachers'  and  State  Employees'  Re- 
tirement System  of  North  Carolina,  the  Law  Enforcement  Officers' 
Benefit  and  Retirement  Funds,  the  Local  Governmental  Employees' 
Retirement  System,  the  Uniform  Clerks  of  Superior  Court  Retirement 
System,  the  Uniform  Judicial  Retirement  System,  and  the  Uniform 
Solicitorial  Retirement  System  and  to  any  other  retirement  plans 
in  which  State  employees  participate. 
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Sec.  2.   The  State  Auditor,  the  State  Treasurer  and  the 
Secretary  of  Revenue  shall  cooperate  with  the  commission  in  its 
study  and  shall  and  shall  insure  that  their  employees  and  staff 
provide  full  and  timely  assistance  to  the  commission  in  the  execu- 
tion of  its  duties.   Necessary  staff  for  the  commission  shall  he 
furnished  by  the  Legislative  Services  Commission. 

Sec.  3-   The  Legislative  Research  Commission  shall  transmit 
its  findings  to  the  1979  General  Assembly,  Second  Session  1980. 

Sec.  ^.      This  resolution  shall  become  effective 
July  1,  1979. 
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